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About  the  Review 

Featured  in  the  January /February  edition  of 
the  Ontario  Economic  Review  are  extracts  of 
addresses  presented  by  the  Minister  of  Treasury, 
Economics  and  Intergovernmental  Affairs,  the 
Honourable  John  White,  and  by  the  Deputy 
Minister,  Mr.  H.  Ian  Macdonald. 

At  the  symposium  sponsored  by  the 
Canadian  Export  Association  in  Toronto  in 
February,  Mr.  Macdonald  highlighted  some  of 
the  major  challenges  facing  Canadian  exporters 
and  explained  the  reasons  behind  the  gradual 
shift  towards  more  protectionist  trade  policies 
in  the  U.S.  and  their  possible  effects  on  Canada 
and  Ontario. 

Mr.  White,  in  his  statement  to  the  Meeting 
of  the  Ministers  of  Finance  in  Ottawa  in 
January,  proposed  that  the  federal  government 
substantially  reduce  personal  income  tax  to 
provide  stimulus  to  private  incomes,  economic 
expansion  and  employment. 

This  proposal,  the  Minister  claimed,  would 
have  a  very  real  and  psychological  anti-infla¬ 
tionary  effect  on  the  economy.  The  Minister 
further  recommended  that  changes  in  tax¬ 
sharing  arrangements  be  determined  to  allow 
the  provinces  to  move  in  to  take  up  some  of 
the  tax  room  made  available  by  the  reduction. 

A  third  article  deals  with  the  preservation  of 
historic  sites  and  buildings  in  Ontario.  The 
article,  prepared  by  the  Local  Planning  Policy 
Branch,  is  based  on  a  report  which  is  being  used 
as  a  basis  for  legislation. 


Indicator  Charts,  Pages  9-1 1 
Fluctuations  in  aggregate  economic  activity 
—  commonly  used  to  define  business  cycles  — 
do  not  necessarily  correspond  with  fluctuations 
in  the  individual  activities  which  make  up  the 
aggregate.  Instead  different  indicators  of 
economic  activity  may  vary  with  respect  to 
both  their  rates  of  growth  and  the  timing  of 
their  peaks  and  troughs:  some  may  grow  more 
rapidly  than  others,  some  change  direction 
sooner. 

Those  activities  which  tend  to  assume  a 
direction  in  advance  of  the  aggregate  —  because 
they  relate  to  future  rather  than  present  pro¬ 
duction  —  are  referred  to  as  leading  indicators, 
and  are  widely  used  to  anticipate  the  short-j^^ 
future  course  of  the  overall  economy.  The 
charts  on  pages  9,  10  and  1 1  in  the  Ontario 
Economic  Review  present  a  number  of  these 
leading  indicators,  as  well  as  several  which  are 
coincidental  to  or  lag  behind  the  aggregate,  to 
provide  for  the  reader  an  opportunity  to  make 
such  an  evaluation. 

While  comparisons  of  the  timing  and 
direction  of  general  changes  in  the  various 
indicators  can  readily  be  made,  great  care  must 
be  exercised  in  making  such  a  comparison  of 
the  amplitude  of  fluctuations.  Of  the  three 
vertical  scales  used  —  ‘A’  (arithmetic)  and 
‘LI’  and  ‘L2’  (logarithmic  scales  with  one  and 
two  cycles  respectively  over  a  given  vertical 
distance)  —  only  the  logarithmic  scales  can  be 
used  to  compare  relative  changes  in  different 
indicators.  And  this  applies  only  when  all  series 
being  compared  are  on  the  same  logarithmic 
scale.  In  such  a  situation  all  parallel  lines 
represent  equal  rates  of  growth,  the  exact  rate 
of  growth  being  determined  by  the  slope  of  the 
line. 
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Throughout  the  1960’s,  as  well  as  in  the  last 
two  years,  Canada’s  economic  growth  has  been 
satisfactory  by  international  standards, 
ken  1960  and  1971,  our  real  gross  national 
prt^ict  grew  at  an  average  rate  of  5.4  per  cent 
per  annum  and  has  shown  some  acceleration 
last  year.  According  to  recent  estimates,  the 
GNP  growth  in  1972  was  about  5.8  per  cent  in 
real  terms.  This  growth  performance  is  above 
the  OECD  average  by  almost  one  percentage 
point,  and  although  some  other  countries  such 
as  Japan,  France  and  Italy,  have  been  moving 
ahead  faster  than  Canada,  we  have  certainly  not 
been  falling  behind. 

Our  foreign  trade  performance  also  provides 
reason  for  satisfaction.  Canada’s  share  in  world 
exports  went  up  from  4.3  per  cent  in  1960  to 
5.2  per  cent  in  1970,  and  in  1972  the  value  of 
our  merchandise  exports  was  almost  $20  bil¬ 
lion.  The  structure  of  trade  has  been  gradually 
changing  towards  a  greater  emphasis  on  sales  of 
manufactured  end  products,  whose  share  in 
Canada’s  total  exports  rose  to  almost  37  per 
cent  in  1971.  On  the  other  hand,  these  manu¬ 
factured  exports  were  disproportionately  con¬ 
centrated  in  automotive  products  within  the 
U.S.-Canada  Auto  Pact. 


S^fetural  Weaknesses  and  Deficiencies 
i^Konomic  Growth 

unacceptably  high  level  of  unemployment 
has  become  one  of  Canada’s  crucial  economic, 
social  and  political  problems.  Job  creation  is 
now  one  of  the  main  objectives  of  federal  and 
provincial  policies,  and  Canadians  will  be  test¬ 
ing  the  performance  of  governments  against  this 
criterion. 

The  character  of  our  job  creation  problem  is 
not  unrelated  to  the  second  weakness  inherent 
in  our  Canadian  economy:  the  unsatisfactory 
levels  and  growth  rates  of  productivity.  While  it 
is  generally  known  that  productivity  levels  in 
Canadian  manufacturing,  as  expressed  by  value 
added  per  employee,  average  about  20  to  30 
per  cent  lower  than  those  in  the  United  States, 
less  attention  has  been  paid  in  public  debate  to 
the  modest  productivity  advances  made  in  Can¬ 
ada  in  the  last  10  years.  Most  of  Canada’s  aver¬ 
age  annual  growth  rate  of  5.4  per  cent  in  the 
1960’s  —  equivalent  to  3.1  per  cent  —  has  been 
attributed  to  growth  of  employment,  whereas 
the  average  growth  rate  of  “output  per  person 
employed”  has  been  only  2.3  per  cent.  During 
the  same  period,  productivity  growth  in  the 
i^feited  States  has  been  higher,  and  some  conti- 
^Pital  European  countries  and'  Japan  have 
recorded  a  productivity  growth  of  between  4.2 


per  cent  and  8.7  per  cent  per  year. 

These  developments  will  have  serious  impli¬ 
cations  for  Canada  because  they  will  not  only 
infringe  on  our  competitiveness,  but  they  will 
also  have  a  negative  impact  on  advances  in 
Canadian  material  standards  of  living. 

Some  Implications  for  Tariff  Policy 

What  implications  do  these  internal  realities 
have  for  Canada’s  foreign  trade  policy  in  gen¬ 
eral,  and  its  tariff  policy  in  particular?  Free 
trade  and  low  tariffs  have  generally  been  con¬ 
sidered  as  powerful  means  of  enforcing  produc¬ 
tivity  at  home.  Protectionism,  on  the  other 
hand,  has  historically  been  used  to  preserve  or 
expand  domestic  job  opportunities.  It  is  clear 
from  this  situation  that  we  are  in  a  dilemma.  If 
we  are  too  protective,  our  productivity  will  suf¬ 
fer.  If  we  move  too  fast  in  tariff  reductions,  our 
productive  resources  —  manpower  in  particular 
—  may  be  under-employed. 

Not  even  the  powerful  economy  of  the 
United  States  has  been  able  to  escape  this 
dilemma,  as  it  has  recently  been  experiencing  a 
convulsive  tug-of-war  between  two  opposing 
camps,  one  representing  the  free  traders,  the 
other  the  protectionists.  With  respect  to  our 
relations  with  the  United  States,  we  agree  with 
the  prediction  made  in  the  statement  by  the 
Canadian- American  Committee1  in  April  1972 
that  Canadian  and  U.S.  policies  affecting  bilat¬ 
eral  trade  and  investment  will  be  more  and 
more  argued  on  the  “balance  of  employment” 
effects. 

Over  the  last  decade,  Canada  had  the  highest 
labour  force  growth  rates  among  all  indus¬ 
trialized  countries,  and  this  characteristic  is 
expected  to  continue  throughout  the  1970’s. 
The  formidable  challenge  of  providing  employ¬ 
ment  for  a  rapidly  growing  population  hangs 
over  the  whole  process  of  policy  formulation  in 
Canada.  No  program  aimed  at  abolishing  tariffs 
or  creating  freer  trade  will  be  socially  and  poli¬ 
tically  appealing  in  this  country  if  it  invokes  the 
danger  of  aggravating  our  employment  situa¬ 
tion.  The  solution  has  to  be  found  in  a  prag¬ 
matic  approach  to  tariff  negotiations,  where 
benefits  to  the  Canadian  economy  are  weighted 
against  possible  sacrifices. 


CHANGING  ATTITUDES  TOWARDS 
THE  UNITED  STATES 

If  we  ask  ourselves  what  changes  occurred  in 
Canadian  attitudes  towards  the  United  States  in 
the  late  sixties  and  early  seventies,  it  seems 
clear  that  more  and  more  Canadians  have  be¬ 
come  seriously  concerned  about  the  growing 


American  ownership  and  control  of  Canadian 
industries.  That  concern  has  found  various 
forms  of  expression  and  has  finally  influenced, 
in  varying  degrees,  the  programs  of  all  major 
political  parties. 

In  a  1972  address,  “Canada-U.S.  Relations: 
Options  for  the  Future”2 ,  the  Secretary  of  State 
for  External  Affairs,  the  Honourable  Mitchell 
Sharp,  suggested  there  are  three  options  avail¬ 
able: 

1)  Canada  can  seek  to  maintain  more  or  less  its 
present  relationship  with  the  United  States 
with  a  minimum  of  policy  adjustments; 

2)  Canada  can  move  deliberately  towards  closer 
integration  with  the  United  States; 

3)  Canada  can  pursue  a  comprehensive  long¬ 
term  strategy  to  develop  and  to  strengthen 
the  Canadian  economy  and  other  aspects  of 
its  national  life  and  in  the  process  to  reduce 
the  present  Canadian  vulnerability. 

The  third  option  has  been  recognized  as  the 
one  best  serving  the  interests  of  Canada.  The 
views  expressed  in  Mr.  Sharp’s  report  are  com¬ 
patible  with  Ontario’s  position  on  foreign  in¬ 
vestment  which  has  been  described  as  moderate 
economic  nationalism.  The  essence  of  this  posi¬ 
tion  lies  in  its  emphasis  on  positive  measures  to 
strengthen  Canadian  entrepreneurship,  owner¬ 
ship  and  control,  and  less  on  restrictive  regu¬ 
lations. 

The  Cost  of  Sovereignty 

There  is,  of  course,  a  price  on  sovereignty.  Mr. 
George  Ball,  the  former  U.S.  Under-Secretary 
of  State,  even  suggested  an  explicit  price  tag. 
Speaking  to  a  National  Industrial  Conference 
Board  meeting  in  New  York  on  January  18, 
1973,  he  said  that  the  20  to  25  per  cent  differ¬ 
ence  in  GNP  per  capita  between  Canada  and  the 
United  States  is  the  price  Canadians  are  paying 
for  sovereignty.  “Of  course”,  he  added,  “the 
decision  is  theirs”. 

The  concept  of  a  customs  or  economic 
union  with  the  United  States  seems  to  be  a 
rather  distant  possibility.  This  does  not,  of 
course,  preclude  the  probability  of  some  sec¬ 
toral  free  trade  agreements,  especially  in  areas 
where  the  danger  of  production  losses  to 
Canada  would  not  be  excessive.  For  Canada, 
trade  expansion  with  the  United  States  is  a  vital 
necessity.  We  need  access  to  the  U.S.  market 
for  our  raw  and  fabricated  materials  and,  even 
more  so,  for  our  manufactured  products.  At  the 
same  time,  however,  it  should  be  remembered 
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that  we  are  the  world’s  largest  buyer  of  Ameri¬ 
can  goods.  In  fact.  Canada  is  much  more  vulner¬ 
able  to  an  unfavourable  climate  in  international 
trade  since  exports  constitute  a  much  larger 
share  of  our  GNP  than  in  the  United  States.  We 
are,  therefore,  very  sensitive  to  any  tendencies 
in  the  United  States  towards  protectionism. 

Protectionism 

Today,  there  are  valid  reasons  for  concern,  as 
there  have  been  since  1967.  when  the  first  pro¬ 
tectionist  tendencies  began  to  appear  in  the 
United  States.  This  was  the  time  when  a  change 
was  occurring  in  the  competitiveness  of  U.S. 
goods  in  world  trade  and  the  first  deficits  began 
to  appear.  Problems  started  to  affect  U.S.  in¬ 
dustries  producing  textiles,  shoes,  glass  and  cer¬ 
amics,  pianos,  and  other  goods,  and  ad  hoc 
solutions  were  found  in  import  restrictions.  In 
the  last  three  to  four  years,  several  hundred 
bills  were  presented  in  the  U.S.  Congress  to 
increase  protection  from  imports;  as  a  result, 
the  formerly  hospitable  trade  climate  in  the 
United  States  cooled  off  considerably.  In  1971. 
the  Hartke-Burke  Bill  was  presented,  incor¬ 
porating  the  totality  of  protectionism  in  trade 
and  foreign  investment.  Most  observers  of  the 
U.S.  do  not  give  this  Bill  a  chance  of  being 
passed,  yet  they  expect  that  a  substantial  num¬ 
ber  of  its  component  parts  may  reach  U.S.  legis¬ 
lation  in  a  dispersed  way  through  other  bills. 

The  strength  of  the  protectionist  camp  is 
being  assessed  by  U.S.  experts  in  the  following 
way:  labour  is  behind  the  Hartke-Burke  Bill. 
The  U.S.  steel  industry  has  been  protectionist 
since  the  early  1960’s  ;  more  recently,  the  tradi¬ 
tionally  free  trade-oriented  American  farmers 
have  become  resentful  of  the  common  agricul¬ 
tural  policy  of  the  European  Community.  If 
they  were  to  join  organized  labour,  the  pros¬ 
pects  for  a  continued  liberal  trade  policy  would 
be  rather  dim. 

The  EEC  and  Japan 

The  feeling  is  also  spreading  in  U.S.  public 
opinion  that  the  European  Common  Market  has 
now  gone  beyond  the  goals  originally  supported 
by  the  United  States,  and  that  the  enlargement 
of  the  EEC  works  against  the  interests  of  the 
United  States.  If  one  adds  the  feeling  in  the 
United  States  that  Japan  has  not  reciprocated 


1  Canadian- American  Committee,  The  New  Environ¬ 
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adequately  in  liberalizing  its  imports  and  invest¬ 
ments  from  abroad,  one  can  see  a  rather  for¬ 
bidding  climate  in  which  U.S.  trade  moves  may 
be  made  in  the  immediate  future.  The  diffi¬ 
culties  which  the  U.S.  economy  is  experiencing 
in  foreign  trade  and  in  external  financial  rela¬ 
tions  find  synthetic  expression  in  the  U.S. 
balance  of  payments  and  its  balance  of  trade. 
There  is  no  need  here  to  recall  the  whole  sce¬ 
nario  of  the  recent  devaluation  of  the  U.S.  dol¬ 
lar.  The  important  thing  for  Canadians  is  to 
demonstrate  effectively  that  there  is  no  reason 
for  the  United  States  to  retaliate  in  trade 
against  Canada. 

CANADA’S  TRADE  AND  PAYMENTS 
BALANCE  WITH  THE  UNITED  STATES 

It  was  only  in  1968  that,  for  the  first  time  in 
our  history,  we  recorded  a  trade  surplus  with 
the  United  States  —  about  a  quarter  of  a  billion 
dollars.  In  the  last  three  years,  our  annual  sur¬ 
pluses  in  merchandise  trade  with  the  United 
States  were  at  a  level  of  approximately  one  bil¬ 
lion  dollars.  However,  the  invisibles  account  has 
been  recording  an  ever  deepening  deficit  for 
Canada.  Last  year,  our  imbalance  on  services 
with  the  United  States  amounted  to  as  much  as 
$1.5  billion.  As  a  result,  our  current  account 
deficit  with  the  United  States  over  the  last  five 
years  recorded  a  total  of  $2.7  billion. 

Can  the  U.S.  Government  have  any  basis 
whatsoever  for  insisting  on  curbing  our  surplus 
on  merchandise  trade  while  ignoring  the  fact 


that,  due  to  high  remittances  from  Canada  of 
royalties,  interest  and  dividends,  the  United 
States  has  been  running  uninterrupted  surpluses 
on  total  (visible  plus  invisible)  bilateral  trade? 

There  does  not  appear  to  be  any  such^^is 
and  most  likely  the  more  thoughtful  ele^pfs 
in  the  U.S.  Administration  also  realize  this.  It  is 
most  encouraging  that  Mr.  George  Schulz,  the 
U.S.  Secretary  of  the  Treasury,  did  not  single 
out  Canada  for  possible  U.S.  retaliatory  trade 
measures  in  the  recent  dollar  crisis,  when  he 
spoke  about  adjustments  expected  to  be  made 
by  U.S.  trading  partners  as  a  contribution  to 
solving  the  crisis. 

Let  us  hope  that  reason  and  goodwill  will 
prevail  in  the  U.S.  Government,  and  that 
serious  confrontation  with  Canada  on  the  trade 
issue  can  be  avoided.  Canadian  merchandise  sur¬ 
pluses  with  the  United  States  should  be  recog¬ 
nized  as  a  natural  and  inescapable  feature  of 
our  unique  economic  relations,  characterized 
by  high  Canadian  transfers  to  the  United  States 
of  funds  representing  the  servicing  of  our  in¬ 
debtedness. 

It  is  to  be  hoped  that  the  U.S.  Administra¬ 
tion  will  find  understanding  for  such  a  Cana¬ 
dian  position,  for  the  long-term  interests  of  the 
United  States  and  Canada  are  not  only  com¬ 
patible  but  also  convergent.  It  is  in  the  interest 
of  both  countries  to  preserve  and  strengthen 
prosperity  on  the  whole  North  American 
nent,  as  our  interests  vis-a-vis  the  rest  ot^B 
world  make  us  undoubted  allies. 


Canada’s  Current  Account  Balances  with  the  United  States,  1968-72 
(millions  of  $  Canadian) 


Year 

Balance  on 
Merchandise 

Trade 

Balance 

on 

Services 

Current 

Account 

Balance 

1968 

+  249 

-1,041 

-  792 

1969 

+  336 

-1,321 

-  985 

1970 

+  1,041 

-1,306 

-  265 

1971 

+  1,126 

-1,386 

-  260 

1972 

+  1,052 

-1,499 

-  447 

Total  5  years 

+3,804 

-6,553 

-2,749 

Source:  Statistics  Canada 


The  address  was  presented  by  the  Hon.  Mitchell 
Sharp  at  the  Annual  Meeting  of  the  Certified 
General  Accountants’  Association,  in  Toronto,  Oct. 
18,  1972. 
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Fiscal  Policy  Management  and 

Tax  Sharing  Reform 


Hon.  John  White,  Minister 

Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs 


Addressing  the  Finance  Ministers’  Meeting  in 
Ottawa  on  January  18,  Mr.  White  emphasized 
two  items  of  “paramount  importance”  facing 
the  Canadian  economy  —  the  immediate  need 
fo^old  programs  to  reduce  unemployment,  re- 
iAc  economic  expansion  and  contain  infla- 
ti<^q  and  the  urgenj  need  for  redistribution  of 
tax  resources  to  the  provinces  in  order  to  avoid 
otherwise  inevitable  tax  increases  and  cuts  in 
essential  public  services. 

These  priority  objectives,  the  Treasurer 
maintained,  could  be  met  by  a  single  fiscal  re- 
:  form  on  the  part  of  the  federal  government  —  a 
major  reduction  in  personal  income  tax.  The 
Government  of  Ontario  urged  a  $1  billion  tax 
;  cut  to  provide  immediate  stimulus  to  private 
incomes,  economic  expansion  and  employment, 
and  also  to  open  up  essential  tax  room  for  the 
provinces  over  the  longer  run. 

The  following  extract  is  based  on  Ontario’s 
proposals  as  presented  by  the  Minister  in  his 
statement. 


FISCAL  POLICY  MANAGEMENT 

The  economic  record  of  the  past  year  has  been 
most  unsatisfactory.  After  four  years  of  federal 
attempts  to  stabilize  the  economy,  we  are 
off  than  before,  with  unemployment 
^Haging  6.3  per  cent  in  1972  and  the  rate  of 
j^rce  inflation  reaching  4.8  per  cent.  In  the 
fourth  quarter  of  1972,  the  seasonally  adjusted 
rate  of  unemployment  reached  6.7  per  cent. 
The  economy  has  suffered  permanent  losses  in 
jobs  and  incomes,  and  the  goal  of  full  employ¬ 
ment  is  as  distant  as  ever. 

In  1969  the  federal  government  imple¬ 
mented  deflationary  monetary  and  fiscal  poli¬ 
cies  to  stem  the  rising  tide  of  inflation.  Then, 
the  Consumer  Price  Index  had  risen  by  4.5  per 
cent  over  1968,  continuing  a  rising  trend  from 
1966  when  a  gain  of  3.7  per  cent  was  recorded. 
The  rate  of  unemployment  averaged  4.7  per 
cent  in  1969,  which  is  not  a  low  level  in  terms 
of  the  economy’s  potential.  The  impact  of 
restrictive  policies  was  immediate  and  dramatic. 
In  1970,  the  rate  of  price  inflation  declined  to 

3.3  per  cent,  but  the  rate  of  unemployment  rose 
to  5.9  per  cent.  These  trends  continued  in  1971, 
and  unemployment  rose  to  a  ten-year  high  of 

6.4  per  cent.  Thus,  for  almost  three  years  run¬ 
ning  we  have  been  experiencing  levels  of  unem¬ 
ployment  in  excess  of  6.0  per  cent.  This  situa¬ 
tion  must  not  be  allowed  to  continue. 

.The  Economic  Council  of  Canada  has  tabled 
'dium-term  goals  of  6.0  per  cent  real  growth, 

4.5  per  cent  unemployment  by  1975  and  an 


average  rate  of  inflation  of  3.0  per  cent  over  the 
1972-75  period.1  These  goals  are  a  compromise 
between  what  is  attainable  and  the  unsatisfac¬ 
tory  record  of  recent  years;  besides,  we  are 
moving  away  from  these  goals  instead  of  to¬ 
wards  them.  The  goals  are  to  be  applauded,  but 
the  economy  needs  immediate  and  significant 
relief  if  they  are  to  be  attained.  Ontario  believes 
that  full  employment  can  be  regained  before 
1975  if  the  federal  government  uses  the  maxi¬ 
mum  fiscal  leverage  at  its  disposal. 


The  Federal  Performance 

During  the  past  four  years  Ontario  has  carefully 
monitored  the  progress  of  the  economy  and 
examined  the  economic  and  fiscal  policies  of 
the  government  sector  in  Canada.  We  have 
found  much  lacking  in  the  conduct  of  federal 
fiscal  policy.2  The  record  shows  that  the  actual 
fiscal  impact  of  federal  policy  has  been  much 
less  than  we  have  been  led  to  believe  in  succes¬ 
sive  budget  statements.  An  examination  of  the 
course  of  federal  Fiscal  policy  since  1970  reveals 
a  poorly  planned  and  unco-ordinated  variety  of 
measures  that  have  almost  totally  failed  in 
reaching  their  objectives. 


Federal  Policy  since  1970 

The  March,  1970  Budget  correctly  predicted  a 
deceleration  in  the  rate  of  growth  in  output  as 
well  as  some  increase  in  unemployment.  The 
result  was  that  the  rate  of  unemployment  rose 
rapidly  during  the  year,  averaging  well  over  6.0 
per  cent  in  the  second  half  of  that  year.  Cash 
requirements  in  the  March  Budget  were  a 
modest  $525  million.  This  figure  was  revised 
upwards  in  the  December,  1970  Budget  to  $1.6 
billion  as  plans  for  additional  spending  were 
introduced  in  response  to  the  deteriorating 
situation.  The  December,  1970  Budget  message 
stated: 


“Of  prime  importance  is  the  fact  that 
employment  is  rising  in  Canada  and  unem¬ 
ployment  on  a  seasonally  adjusted  basis 
appears  to  be  falling.”3 


Tax  cuts  were  ruled  out  as  a  policy  measure 
because: 


“A  reduction  in  taxes  would  be  stimu¬ 
lating,  that  is  not  to  be  doubted.  But  the 
positive  programs  which  I  have  described  will 


not  only  be  stimulating  but  will  penetrate 
more  surely  to  the  particular  points  of  the 
economy  where  stimulus  and  relief  of  eco¬ 
nomic  hardships  are  most  required.”4 


The  fiscal  impact  of  the  1970-71  financial 
program  fell  far  short  of  intentions.  Actual  cash 
requirements  were  below  expectations,  reaching 
$1  billion  as  compared  with  the  forecast  $1.6 
billion.  The  shortfall  was  considerably  greater 
than  indicated  as  revenues  fell  by  more  than 
$400  million  below  forecast  because  of  greater 
than  anticipated  weakness  in  the  economy. 
Thus,  a  combination  of  delays  in  recognizing 
the  urgency  of  the  problem  and  of  carrying  out 
policy,  once  determined,  rendered  fiscal  policy 
virtually  impotent  in  1970-71. 

The  same  situation  arose  in  fiscal  1971-72. 
The  June,  1971  federal  Budget  again  took  an 
optimistic  view  of  the  unemployment  situation: 


“Unemployment  is  now  well  below  its 
peak  of  last  fall  and  the  trend  will  continue 
downwards.”5 


This  optimism  dissipated  rapidly,  with  the 
stronger  upsurge  in  unemployment  in  the  last 
five  months  of  the  year,  and  the  June  Budget 
forecast  of  total  cash  requirements  of  $2.4  bil¬ 
lion  was  raised  to  $2.6  billion  in  October.  The 
final  cash  requirements  and  fiscal  impact  figure 
for  the  year  was,  however,  about  $1  billion 
lower,  even  though  the  June  Budget  belatedly 
eliminated  the  3  per  cent  personal  and  cor¬ 
porate  income  tax  surcharges. 

In  the  1971  Ontario  Budget  two  months 
earlier,  we  had  recommended  the  elimination  of 
these  surtaxes.  Further,  we  urged  additional  tax 
cuts: 


“We  believe  that  immediate  and  signi¬ 
ficant  tax  cuts  are  required  in  two  main 
areas: 


•  first,  personal  income  taxes  should  be 
cut  in  order  to  bolster  consumer  pur¬ 
chasing  power; 


•  second,  corporate  taxation  should  be 
reduced  in  order  to  restore  business  con¬ 
fidence  and  stimulate  investment  and 
economic  growth.”6 
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It  was  not  until  the  October  14  emergency 
measures  were  introduced  that  the  federal  gov¬ 
ernment  introduced  temporary  personal  and 
corporate  income  tax  cuts  (three  per  cent  and 
seven  per  cent  respectively).  The  personal  in¬ 
come  tax  cut  was  immediately  matched  by 
Ontario.  The  Province  had  already  moved  on 
the  corporate  side  with  a  five  per  cent  cor¬ 
porate  investment  tax  credit  in  its  April,  1971 
Budget. 

As  previously  mentioned,  with  actual  cash 
requirements  once  again  well  below  expecta¬ 
tions,  federal  fiscal  policy  in  1971-72  was  far 
less  stimulating  than  desired.  The  situation  in 
fiscal  1972-73  is  little  better.  In  our  own  1972 
Budget,  in  March,  we  said: 


“It  is  not  axiomatic  that  the  only  way 
out  of  the  unemployment  problem  is  through 
inflated  public  spending.”7 


Federal  and  Ontario  Cash  Requirements,  1969/70-1973/74 


69/70 

70/71 

71/72 

72/73** 

73/74** 

_ JL. 

Federal  cash  requirements* 

W 

($  billion) 

-0.2 

1.2 

1.5 

1.7 

1.0 

—  per  cent  of  gross 
budgetary  revenue 

1.5% 

9.2% 

10.9% 

10.8% 

5.6% 

Ontario  cash  requirements 

($  billion) 

0.2 

0.6 

1.0 

1.0 

1.1 

—  per  cent  of  gross 
budgetary  revenue 

5.4% 

10.9% 

18.8% 

16.3% 

17.0% 

Yet,  in  terms  of  measures  directed  to  the 
short-term  stimulation  of  the  economy,  the 
emphasis  on  increases  in  spending  was  con¬ 
tinued  in  the  May  8  Budget.  The  federal  Budget 
message  exuded  confidence: 


*  Excluding  foreign  exchange  requirements. 

**  Estimated,  Ontario  Treasury. 

Source:  Department  of  Finance,  Economic  Review 
Ministry  of  TF  &  IA,  Ontario  Budgets 


“Summing  up,  the  Canadian  economy 
is  expanding  firmly  and  steadily.  .  .the  mood 
of  the  economy  is  one  of  growing  confi¬ 
dence.  .  .confidence  is  contagious  and  I  be¬ 
lieve  it  is  spreading.”8 

And,  on  unemployment: 

“I  expect  that  unemployment  will  fall  on 
the  average  in  the  course  of  this  year.  .  .We 
do  not  expect  that  food  prices  will  rise  as 
fast  this  year  as  last.  .  .”9 

Following  this  Budget,  the  unemployment 
rate  climbed  steeply,  and  it  has  averaged  6.3  per 
cent  for  1972.  Thus,  in  1972  we  experienced 
intolerably  high  levels  of  unemployment  for  the 
third  straight  year.  The  Consumer  Price  Index 
recorded  a  gain  in  1972  greater  than  that  of 
1969  when  the  battle  began,  and  food  prices 
recorded  the  largest  increase. 

We  are  led  to  understand  that  cash  require¬ 
ments  for  the  current  fiscal  year  will  be  about 
$2  billion.  On  the  basis  of  past  performance,  we 
would  be  inclined  to  disregard  this  forecast  and 
anticipate  a  lower  figure,  not  greater  than  that 
for  1971-72.  Excluding  U.I.C.  transfers,  cash 
requirements  so  far  have  amounted  to  less  than 
$400  million.  In  addition,  the  greater  elasticity 
of  the  new  tax  system  is  generating  extremely 


strong  revenue  flows.  Therefore,  apart  from  the 
unplanned  and  enormous  U.I.C.  drain  which 
is  admittedly  stimulating  spending  —  federal  fis¬ 
cal  policy  plans  appear  to  have  fallen  flat  again 
this  year. 


Ontario’s  Performance 

Since  1970-71,  our  cash  requirements  relative 
to  total  revenues  have  far  exceeded  those  of  the 
federal  government.  But,  having  maintained  an 
expansionary  policy  stance  for  the  past  three 
years,  the  Ontario  Government  now  finds  it 
imperative  for  reasons  of  budgetary  control  and 
future  fiscal  policy  flexibility  to  reduce  the 
level  of  its  overall  cash  deficit.  In  the  upcoming 
year,  notwithstanding  severe  expenditure 
restraint,  our  total  cash  requirements  in  the 
absence  of  tax  increases  will  be  around  $1  bil¬ 
lion  for  the  third  consecutive  year.  We  simply 
cannot  afford  stabilization  costs  of  this  magni¬ 
tude.  Yet,  in  1973-74,  Ontario’s  fiscal  effort  is 
projected  to  exceed  by  far  that  of  Ottawa  if  no 
significant  federal  initiatives  are  taken. 


The  Outlook  for  1973-74 

For  the  1973-74  fiscal  year,  federal  cash  re¬ 
quirements  are  currently  forecast  to  be  sub¬ 


stantially  reduced.  This  is  unwise,  and  it  seems 
to  indicate  that  the  federal  battle  to  create^B|s 
is  over,  whereas  the  record  of  the  past 
years  shows  that  it  has  hardly  begun.  OnuK> 
urges  the  federal  government  to  move  with 
courage  and  conviction  in  designing  its  fiscal 
plan  for  1973-74,  and  to  learn  from  past  expe¬ 
rience.  The  economy  needs  a  substantial  per¬ 
sonal  income  tax  cut  to  take  up  the  slack.  In 
return,  the  Government  of  Ontario  pledges  its 
co-operation  in  any  short-term  anti-inflationary 
measures  that  might  be  required.  In  making  this 
pledge,  the  Province  recognizes  the  federal 
government’s  continuing  concern  with  infla¬ 
tion. 

In  planning  an  appropriate  fiscal  policy 
stance  for  1973,  the  federal  government  must 
consider  the  fiscal  drag  associated  with  the  new 
tax  system  and  the  provincial-municipal  tax 
position.  As  our  previous  treasurer  correctly 
anticipated  during  the  debate  on  tax  reform, 
there  is  mounting  evidence  that  the  new  tax 
system  is  considerably  more  elastic  than  the 
old.  Preliminary  estimates  of  the  1972  federal 
personal  income  tax  assessed  indicate  an  in¬ 
crease  of  27  per  cent  over  the  comparable  fed¬ 
eral  government  personal  income  tax  in  197 
The  increase  in  the  whole  of  1971  over  19, 
was  15  per  cent.  The  greater  elasticity  of 
eral  revenues  under  this  new  system  has  ob- 


il 
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viously  neutralized  the  fiscal  stimulation  in¬ 
tended  in  the  last  federal  Budget.  It  is  highly 
important  that  this  revenue  drag  be  offset  by 
appropriate  initiatives  in  the  fiscal  policy  field, 
si^j^as  the  suggested  cut  in  personal  income 


a>|j^a 

w 


Major  Tax  Cut  Recommended 

On  January  4,  the  Government  of  Canada,  in 
the  Speech  from  the  Throne,  assigned  the  high¬ 
est  priority  to  reducing  unemployment,  con¬ 
taining  inflation  and  strengthening  the 
economy.10  The  major  specific  measures  to  be 
undertaken  are,  in  fact,  a  continuation  of  exist¬ 
ing  programs:  for  example,  increased  funding  of 
the  Local  Initiatives  Program,  on-the-job  train¬ 
ing  and  the  seasonal  capital  works  project. 
These  initiatives  represent  a  continuation  of 
federal  attempts  to  spend  the  economy  out  of 
the  crisis.  Expenditure  programs  such  as  the 
recent  Winter  Works  Program  have  a  major  dis¬ 
advantage  in  that  they  involve  a  rather  long 
administrative  lag  and  thus  are  likely  to  be 
quite  ineffective  in  the  short  run. 

The  Ontario  Government  maintains  that  a 
substantial  federal  personal  income  tax  cut 
would  have  a  beneficial  impact  on  the 
economy.  This  initiative  would  stimulate 
growth  in  spending,  jobs  and  incomes,  while  at 
tj^fcame  time  having  a  very  real  and  psycho- 
j  '^Val  anti-inflationary  effect  on  the  economy, 
l^re  long  overdue. 

The  Province  urges  the  federal  government 
to  introduce  an  immediate  reduction  of  $1  bil¬ 
lion  in  its  personal  income  tax.  Further,  we 
recommend  that  this  tax  cut  be  permanent,  and 
that  a  change  in  tax-sharing  arrangements  be 
worked  out  to  allow  the  provinces  to  move  in 
to  take  up  some  of  the  tax  room  made  available 
by  the  reduction. 

Ontario’s  prime  concern  is  to  see  a  robust 
economy.  We  earnestly  believe  the  federal  gov¬ 
ernment  can  well  afford  to  take  this  initiative 
to  stimulate  the  private  sector.  Our  estimates 
indicate  that  over  one-half  of  the  $1  billion  tax 
cut  would  be  recouped  in  fiscal  1973-74 
through  its  expansionary  effect  on  incomes  and 
jobs.  That  is,  revenues  will  be  higher  and  U.I.C. 
benefit  payments  lower.  After  two  years,  the 
cost  will  be  more  than  completely  recovered.  A 
similar  experience  was  found  in  the  United 
States  in  1962  after  a  U.S.  income  tax  cut.  In 
fact,  if  Canada  can  get  down  to  4.0  per  cent 
unemployment,  the  federal  government  could 
save  a  substantial  part  of  the  cost  of  the  tax  cut 

•educed  advances  to  the  U.I.C.  alone. 

Ontario  is  not  asking  the  federal  government 
to  sacrifice  its  own  programs  or  priorities.  We 


are  simply  asking  the  central  authority  to  relin¬ 
quish  the  unintended  revenue  gains  from  tax 
reform.  This  abatement  in  taxes  will  not  impair 
the  ability  of  the  federal  government  to  fulfil 
its  role  in  stabilizing  the  economy.  Rather,  it 
will  put  the  provinces  on  a  sounder  financial 
footing  and  allow  them  to  complement  federal 
stabilization  actions  in  the  future. 


REFORM  OF  TAX  SHARING 

In  calling  for  a  significant  income  tax  cut  by 
the  federal  government,  Ontario  has  kept  in 
mind  the  crucial  links  between  tax  reform,  tax 
sharing,  and  fiscal  policy  co-ordination.11  A 
tax  cut  at  this  time  would  be  stimulating,  non¬ 
inflationary  and  self-financing.  It  would  also 
establish  the  basis  for  fundamental  reforms  in 
our  system  of  federal-provincial  finance.  Speci¬ 
fically,  a  tax  cut  would: 

•  make  available  immediate  tax  room  for  the 
provinces  and  reserve  additional  room  to  take 
up  when  the  economy  has  recovered; 

•  arrest  the  growth  of  the  public  sector  by 
containing  tax  levels; 

•  help  to  restore  greater  uniformity  in  income 
tax  levels  within  Canada. 

Fiscal  Imbalance 

The  basic  problem  facing  our  federal  system 
today  is  that  the  federal  government  is  over- 
financed  while  the  provinces  and  municipalities 
are  underfinanced.  This  imbalance  was  docu¬ 
mented  in  the  Tax  Structure  Committee  Report 
of  1966  and  has  been  confirmed  in  subsequent 
updatings  and  by  other  studies. 

The  evidence  proves  that  the  federal  govern¬ 
ment’s  revenues  have  consistently  exceeded  its 
own-account  expenditures.  Data  for  recent 
fiscal  years  indicate  that  the  federal  government 
would  have  been  in  an  even  stronger  financial 
position  had  the  economy  not  performed  signif¬ 
icantly  below  potential,  necessitating  large  pay¬ 
outs  in  respect  to  unemployment  insurance. 
Our  analysis  of  federal  budgetary  trends  con¬ 
firms  that  even  with  low  economic  performance, 
federal  revenues  will  grow  at  least  five  per  cent 
faster  than  expenditures  in  the  years  ahead. 

In  contrast,  the  expenditures  of  the  prov¬ 
inces  and  municipalities  have  long  exceeded 
their  revenues,  leaving  them  in  a  state  of 
chronic  deficit  in  spite  of  regular  tax  increases. 
The  provincial-municipal  sector  is  already 
underfinanced  by  more  than  three  billion  dol¬ 
lars  in  1972-73.  Without  additional  tax  sharing 
this  position  will  continue  to  deteriorate,  since 


expenditure  growth  continues  to  outstrip 
normal  growth  in  revenues. 

Income  tax  reform  has  served  to  reinforce 
the  surplus  revenue  potential  of  the  federal  gov¬ 
ernment.  The  revenue  gains  resulting  from  the 
higher  elasticity  of  the  new  income  tax  system 
are  already  evident  from  the  revenue  flows 
during  1972. 12  As  Ontario  showed  in  the 
papers  it  tabled  at  the  Jasper  Conference  of 
Finance  Ministers,  these  revenue  gains  accrue 
almost  entirely  to  the  federal  government.  Con¬ 
sequently,  the  provinces  have  been  presented 
with  a  de  facto  loss  in  tax  sharing.13 

The  federal  government’s  five-year  revenue 
guarantee  in  effect  acknowledges  this  loss  in  tax 
sharing,  but  to  date  no  steps  have  been  taken  to 
counter  the  long  run  deterioration  of  the  prov¬ 
incial  position.  At  a  more  general  level,  the 
inadequacy  of  the  Canadian  revenue  sharing 
system  —  and  its  deterioration  under  tax  reform 

is  demonstrated  by  eight  provinces  having 
been  forced  to  levy  personal  income  taxes  in 
excess  of  the  30.5  per  cent  “recognized”  for 
sharing  purposes  by  the  federal  government. 

The  surplus  taxing  power  accumulating  in 
the  hands  of  the  federal  government  has 
enabled  it  to  exert  financial  leverage  on  the 
provinces  by  initiating  new  shared-cost  pro¬ 
grams,  many  of  which  are  not  in  accord  with 
provincial  priorities.  At  the  same  time  that 
Ottawa  has  been  enjoying  large  fiscal  dividends, 
provincial  and  municipal  revenues  have  not 
grown  fast  enough  to  finance  existing  programs, 
let  alone  to  meet  emerging  priorities  such  as 
urban  transportation  and  environment  improve¬ 
ment.  Indeed,  the  situation  is  so  serious  that 
Ontario  has  been  forced  to  make  massive 
expenditure  cutbacks  and  to  defer  additional 
financial  aid  to  our  local  governments.  The  cur¬ 
rent  imbalance  is  most  graphically  displayed  by 
the  fact  that  the  Ontario  Government  faces  a 
$1.1  billion  cash  deficit  in  1973-74,  even  after 
severe  expenditure  restraint.  This  exceeds  the 
potential  deficit  which  the  federal  government 
faces  for  Canada  as  a  whole. 

Consequences  of  Fiscal  Imbalance 
Barring  a  significant  transfer  of  tax  resources 
from  Ottawa  to  the  provinces,  Ontario  will  be 
forced  to  raise  its  own  taxes,  merely  to  finance 
the  essential  public  services  for  which  it  is 
responsible.  But  it  is  clear  that  such  unilateral 
provincial  tax  increases  are  not  the  answer  to 
the  problems  confronting  us.  The  consequences 
of  such  an  approach  would  be  ominous. 

Firstly,  this  would  entail  higher  income  tax 
burdens  for  our  citizens,  and  we  believe  that 
tax  levels  are  already  very  high.  Moreover,  since 
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many  provincial  levies  have  a  regressive  inci¬ 
dence,  increased  provincial  taxation  would  tend 
to  negate  the  equity  objective  of  federal  and 
provincial  tax  reform  programs.  Ontario’s  suc¬ 
cessful  effort  to  resist  income  tax  increases  has 
been  an  important  anchor  against  the  tide  of 
ever  increasing  total  tax  burdens. 

Secondly,  federally  induced  provincial  tax 
increases,  combined  with  continued  federal  pro¬ 
gram  invention,  would  lead  inexorably  to  an 
expansion  of  the  public  sector.  One  adverse 
consequence  of  this  would  be  increased  infla¬ 
tionary  pressures.  Ontario  has  consistently 
taken  the  position  that  the  total  government 
sector  is  already  large  enough,  and  that  it  ought 
to  be  contained  near  its  present  level.14 

Thirdly,  unilateral  provincial  tax  increases 
would  lead  to  a  further  balkanization  of  the 
national  tax  structure.  In  the  future,  disparity 
in  income  tax  burdens  within  Canada  is  likely 
to  widen  as  different  provinces  are  driven  by 
financial  necessity  to  regular  tax  increases. 

Finally,  independent  taxing  would  increase 
the  likelihood  of  provinces  inadvertently  offset¬ 
ting  federal  policy.  In  the  past,  Ontario  has 
used  the  limited  budgetary  flexibility  at  its 
disposal  to  initiate  required  stabilization  action 
and  to  complement  federal  efforts.  Now 
Ontario  no  longer  has  the  financial  resources  to 
undertake  complementary  tax  cuts  when  they 
are  required  to  stimulate  economic  activity. 
Accordingly,  we  must  point  out  that  without 
fiscal  realignment  provinces  could  be  forced 
into  tax  actions  which  counteract  expansionary 
policies  undertaken  by  the  federal  government. 

Ontario’s  Solution 

To  avoid  such  adverse  developments,  Ontario 
has  presented  a  plan  for  an  orderly  reform  of 
the  tax-sharing  system.  The  Province’s  pro¬ 
posals  were  first  presented  at  the  Jasper  Confer¬ 
ence  and  have  been  reiterated  several  times 
since.  The  Jasper  proposal  called  for  a  staged 
reduction  in  federal  income  tax  by  three  per 
cent  in  1973,  rising  to  six  per  cent  in  1974, 


eight  per  cent  in  1975,  and  10  per  cent  in 
1976. 15  The  standard  provincial  tax  rate  would 
be  increased  by  comparable  steps  until  it 
reached  40.5  per  cent  in  1976.  This  timetable 
of  federal  income  tax  reductions  and  compen¬ 
sating  provincial  increases  follows  essentially 
the  same  pattern  as  the  staged  abatement 
increases  of  the  early  1960’s.  This  approach 
would  correct  the  existing  fiscal  imbalance 
without  increasing  total  tax  burdens,  and  would 
achieve  a  fairer  division  of  future  revenue 
growth  between  the  two  levels  of  government. 

The  first  step  towards  this  overdue  reform  of 
tax  sharing  was  called  for  by  Premier  Davis  in 
December  in  a  letter  to  the  Prime  Minister  of 
Canada.  Mr.  Davis  urged  a  continuation  of  the 
three  per  cent  federal  tax  cut  and  a  further  four 
per  cent  federal  tax  cut  effective  immediately, 
which  would  be  taken  up  by  the  provinces  to 
achieve  improved  tax  sharing.  This  strategy 
would  take  into  account  the  need  for  fiscal 
stimulation  of  the  economy  and  would  also 
help  to  avoid  the  otherwise  inevitable  increases 
in  the  total  tax  burden  in  Canada. 

Today,  Ontario  is  calling  for  a  one  billion 
dollar  income  tax  cut,  consisting  of  a  continua¬ 
tion  of  the  three  per  cent  cut  now  in  effect, 
plus  a  further  cut  of  six  per  cent  to  be  effective 
immediately.  This  simply  accelerates  the  long¬ 
term  plan  Ontario  advocated  in  Jasper  in  order 
to  provide  the  major  fiscal  stimulus  which  the 
economy  so  urgently  needs.  Our  current  pro¬ 
posal  would  provide  a  five  per  cent  tax  cut  to 
taxpayers  plus  four  per  cent  of  income  tax 
room  for  the  provinces  to  take  up  in  1973. 
Then,  as  the  economy  improves  in  1974  and 
beyond,  provinces  could  gradually  assume  the 
five  per  cent  additional  occupancy  already 
reserved.  This  plan  does  not  imply  an  impair¬ 
ment  of  federal  ability  to  finance  its  own 
expenditures  in  the  long  run.  The  savings  in 
payments  to  the  U.I.C.  fund  and  the  revenue 
growth  generated  from  increased  economic 
activity  will  quickly  restore  the  absolute  level 
of  federal  financing. 


The  Shared-Cost  Programs 

From  a  longer-run  point  of  view,  refinancing  of 
the  government  sector  involves  reforming  the 
shared-cost  programs.  Experience  both  here  and 
abroad  indicates  that  conditional  grant 
grams  interfere  with  provincial  prioritie^B’e 
administratively  inefficient  and  are  relatively 
unresponsive  to  local  needs.16  Ontario  has  indi¬ 
cated  that  it  would  like  to  opt  out  of  the  major 
shared-cost  programs  in  exchange  for  an 
increased  share  of  the  personal  income  tax.  In 
its  Jasper  papers,  Ontario  proposed  that  a 
reasonable  long-run  adjustment  would  consist 
of  a  transfer  of  21  points  of  the  personal  in¬ 
come  tax  to  the  provinces.  This  fiscal  equiva¬ 
lence  would  provide  no  financial  gain  or  loss  to 
either  level  of  government  but  would  achieve 
the  accountability,  flexibility  and  simplicity  so 
obviously  needed  in  this  area  of  federal-provin¬ 
cial  finance. 


CONCLUSION 

It  must  be  stressed  that  we  have  now  reached  a 
critical  juncture  in  federal-provincial  relations. 
The  time  has  come  for  a  bold  fiscal  initiative  to 
stimulate  the  economy  and  to  rectify  the  finan¬ 
cial  imbalance  undermining  our  federal  system. 
The  major  cut  in  federal  income  tax  proposed 
by  Ontario  is  the  key  for  meeting  these 
tiple  objectives. 

The  recent  course  of  events  makes 
things  clear.  The  federal  government  must  move 
in  and  use  the  full  weight  of  its  fiscal  power  to 
reactivate  the  economy  to  full  employment. 
And  the  provinces  must  inevitably  secure  a 
larger  share  of  total  income  tax  revenues  to 
finance  essential  local  services. 

The  plan  Ontario  has  advanced  would 
achieve  both  these  essential  reforms  in  a  way 
which  serves  the  interests  of  all  of  our  citizens. 
We  offer  this  plan  in  the  spirit  of  goodwill  and 
assure  the  federal  government  of  our  co-opera¬ 
tion  if  this  proposal  is  adopted. 


1  Economic  Council  of  Canada,  Ninth  Annual  Re¬ 
view:  The  Years  to  1980  (Ottawa:  1972). 

2  Hon.  W.  Darcy  McKeough,  The  Reconstruction  of 
Economic  and  Fiscal  Policy  in  Canada  (Toronto: 
Department  of  Treasury  and  Economics,  1971). 

3  Hon.  Edgar  J.  Benson,  Budget  Speech  (Ottawa: 
December  3,  1970). 

4  Ibid. 

5  Hon.  Edgar  J.  Benson,  Budget  Speech  (Ottawa: 
June  18,  1971). 

6  Hon.  W.  Darcy  McKeough,  Ontario  Budget  1971 
(Toronto:  Department  of  Treasury  and  Economics, 
1971)  p.  24. 

7  Hon.  W.  Darcy  McKeough,  Ontario  Budget  1972 


(Toronto:  Ministry  of  Treasury ,  Economics  and  In¬ 
tergovernmental  Affairs,  1972)  p.20. 

8  Hon.  John  N.  Turner,  Budget  Speech  (Ottawa: 
May  8,  1972). 

9  Ibid. 

10  Rt.  Hon.  P.  E.  Trudeau,  Speech  from  the  Throne, 
Commons  Debates,  Ottawa,  January  4,  1973. 

1  1  Hon.  Charles  MacNaughton,  Ontario  Proposals  for 
Tax  Reform  in  Canada  (Toronto:  Department  of 
Treasury  and  Economics,  1970). 

1  2 

Ontario’s  quantitative  studies  during  the  tax 
reform  debate  predicted  this  increased  elasticity. 
See  Staff  Paper,  “Tax  Reform  and  Revenue 
Growth  to  1980”,  Ontario  Tax  Studies  4  (Toron¬ 


to:  Department  of  Treasury  and  Economics,  1971) 

1  3 

Hon.  W.  Darcy  McKeough,  Supplementary  Papers 
on  Federal-Provincial  Finance  (Toronto:  Ministry 
of  Treasury,  Economics  and  Intergovernmental  Af¬ 
fairs,  March  28,  1972)  pp.  10-14. 

14  Hon.  Charles  MacNaughton,  “The  Public  Sector 
and  Economic  Policy”,  Ontario  Budget  1970 
(Toronto:  Department  of  Treasury  and  Economics, 
March  1970). 

1 5  Hon.  W.  Darcy  McKeough,  Supplementary  Papers 
on  Federal-Provincial  Finance. 

16  Staff  Paper,  “Federal-Provincial  Shared-Cost 
grams  in  Ontario”,  Ontario  Tax  Studies  8 

to:  Ministry  of  Treasury,  Economics  and  Int& 
governmental  A f fairs,  1972). 


Conservation  of  Historic  Sites  and 


Local  Planning  Policy  Branch, 

Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs 


Buildings  in  Ontario 


This  article  is  concerned  with  the  continued 
loss  of  what  might  be  called  the  “architectural 
heritage”  of  Ontario.  “Architectural  heritage” 
is  a  general  term  and  is  intended  to  embrace  not 
individual  buildings,  or  parts  of  such  build- 
l^Mbut  also  areas,  districts  and  even  complete 
communities  which  have  aesthetic  quality  or 
historic  association. 

The  preservation  of  sites  and  buildings,  iden¬ 
tified  as  being  of  value,  is  complex  and  includes 
a  number  of  interrelated  elements,  any  of 
which  may  predominate  in  a  given  situation. 
Particular  elements  of  importance  may  be  iden¬ 
tified  as: 

•  destruction  of  individual  buildings; 

•  alteration  or  addition  to  the  exterior  of  in¬ 
dividual  buildings; 

•  destruction  or  alteration  of  the  interior  of 
individual  buildings; 

•  destruction  or  alteration  of  the  immediate 
environment  or  setting  of  individual  buildings; 

•  destruction  or  alteration  of  all,  or  any  part 
of,  the  environment  in  an  area,  district  or 
complete  community. 


The  first  three  of  these  elements  may  be 

f'  oiled  by  measures  affecting  the  individual 
ing,  while  the  remaining  two  involve  the 
ification  of  an  area  and  consequent  estab¬ 
lishment  of  wider  measures. 


Destruction  of  Individual  Buildings 

Destruction  of  individual  buildings  may  be  by 
deliberate  demolition  or  by  gradual  deteriora¬ 
tion.  The  first  usually  takes  place  either  because 
the  building  is  obsolete  or  inefficient,  and  can¬ 
not  continue  to  serve  a  useful  purpose,  or  be¬ 
cause  the  site  is  economically  under-utilized 
while  occupied  by  the  existing  building.  Occa¬ 
sionally  a  building  may  be  destroyed  simply  to 
be  replaced  by  something  more  “modern”  or  in 
an  approved  corporate  style.  Some  destruction 
also  occurs  as  the  result  of  public  action  in  re¬ 
building  roads,  providing  access  to  car  parks 
and  other  “improvements”. 

Gradual  deterioration  may  also  be  the  result 
of  the  deliberate  intention  of  an  owner.  Many 
older  buildings  on  the  fringe  of  downtown 
areas,  for  instance,  are  utilized  by  businesses  in 
search  of  low  cost  accommodation.  In  economi¬ 
cally  disadvantaged  parts  of  the  province,  how¬ 
ever,  slow  decay  is  the  reflection  of  the  circum- 

•ances  of  owners  who  are  unable  to  accept  the 
'ten  considerable  costs  involved  in  maintaining 
older  buildings. 


Alteration  of  Individual  Buildings 

The  need  for  alteration  or  addition  usually 
arises  from  some  degree  of  obsolescence  in  the 
older  building.  The  need  to  adapt  for  a  new  use 
frequently  requires  alteration,  a  common 
example  being  the  insertion  of  shop  fronts  in 
former  residential  buildings.  In  some  instances 
the  owner  may  be  inspired  by  the  usually  mis¬ 
guided  desire  to  modernize.  Many  older  build¬ 
ings  are  capable  of  being  extensively  adapted 
and  altered  without  harm,  if  the  work  is 
handled  with  skill  and  sensitivity.  The  problem 
of  harmful  alteration  is  mostly,  therefore,  the 
result  of  ignorance  and  lack  of  proper  advice. 

Alteration  and  damage  to  interior  features  is 
also  too  often  the  result  of  ignorance  of  their 
value  and  an  inability  to  renovate  or  recon¬ 
struct  with  sufficient  skill.  It  is,  however,  only 
rarely  that  such  features  would  be  considered 
of  sufficient  importance  to  warrant  preser¬ 
vation. 

Environmental  Damage 

The  final  two  elements  of  the  problem  result 
from  both  individual  and  community  action  on 
a  number  of  levels.  The  first  level  involves 
major  change  in  the  physical  structure  of  an 
area.  This  may  occur  as  the  result  of  deliberate 
action  to  achieve  community  planning  objec¬ 
tives  or  because  of  economic  or  social  pressures. 
The  planning  objectives  may  well  be  related  to 
problems  originating  outside  the  area  in  ques¬ 
tion. 

Structural  change  may  include  alteration  of 
the  street  pattern,  the  relationship  of  building 
groups  or  the  relationship  of  buildings  in  a 
number  of  ways.  An  obvious  case  is  that  of  a 
building  originally  designed  to  provide  the 
architectural  focal  point  of  a  street  which  no 
longer  exists. 

The  second  level  involves  the  introduction  of 
inappropriate  uses  into  (or  removal  of  accept¬ 
able  uses  from)  the  area.  From  a  purely  land- 
use  planning  point  of  view,  the  newly  intro¬ 
duced  uses  may  be  acceptable,  but  at  the  same 
time  may  also  be  aesthetically  incompatible 
with  existing  buildings  or  may  damage  historic 
association.  Such  changes  of  use  may  be  the 
result  of  deliberate  policy  but  are  more  often 
brought  about  by  economic  and  social  forces. 
Many  examples  exist  of  residential  neighbour¬ 
hoods  now  altered  to  commercial  or  industrial 
use,  sometimes  with  individual  buildings  of 
value  remaining,  although  in  a  quite  inappro¬ 
priate  setting.  Examples  of  the  loss  of  appro¬ 
priate  uses  are  provided  by  the  many  fine  com¬ 
mercial  streets  in  Ontario  that  are  suffering 
decay  because  of  the  relocation  of  commercial 
activity  to  suburban  plazas  or  malls. 


At  the  third  level  the  problem  is  one  of 
architectural  incompatibility  arising  from  indi¬ 
vidual  decisions  to  rebuild  or  alter  buildings  in 
an  inappropriate  manner.  The  buildings  altered 
may  not  be  of  any  great  merit  in  themselves  but 
by  reason  of  their  scale,  materials  or  detailing, 
may  provide  a  proper  setting  for  others  of 
value.  Such  individual  decisions  may  also  be 
damaging  in  an  area  which  is  architecturally 
valuable  primarily  as  a  result  of  consistency  in 
its  design  elements. 

The  final  level  involves  interference  with  any 
of  the  many  elements  which  combine  to  form  a 
satisfactory  townscape.  Among  these  may  be 
included  trees,  street  furniture,  and  treatment 
of  horizontal  surfaces. 

Background  to  Provincial  Study 

To  counteract  the  types  of  problems  described 
above,  the  last  10  years  have  seen  increasing 
interest  in  and  concern  about  the  need  for  con¬ 
servation  of  historic  buildings  in  Ontario.  This 
interest  originated  primarily  at  the  municipal 
level  when  a  number  of  municipalities,  notably 
the  City  of  Kingston,  expressed  a  desire  to  have 
local  legislation  enacted  which  would  enable 
them  to  apply  architectural  control  over  works 
carried  out  to  buildings  of  historic  value.  This 
initiative  was  recognized  in  1970  when  the  City 
of  Kingston  Act  was  passed  by  the  Ontario 
Legislature,  thus  enabling  the  City  to  pass  by¬ 
laws  designating  buildings  or  structures  as  being 
of  historic  or  architectural  value.  Kingston’s 
success  sparked  a  desire  on  the  part  of  other 
municipalities  to  obtain  similar  legislation. 

While  deciding  to  support  Kingston’s  efforts 
to  deal  with  its  special,  but  not  unique  local 
problem,  the  Government  of  Ontario  deter¬ 
mined  that  detailed  studies  should  be  carried 
out  to  identify,  on  a  province-wide  basis,  the 
problems  of  architectural  and  historic  conser¬ 
vation  and  to  recommend  appropriate  general 
enabling  legislation. 


THE  STUDY 

The  findings  of  the  study,  undertaken  by  the 
former  Department  of  Municipal  Affairs,  were 
published  as  a  Final  Draft  Report  in  April 
1971.  The  Report  was  in  two  parts:  the  first 
part  analyzed  the  historical  background,  the 
nature  and  extent  of  the  problem,  preservation 
techniques  in  other  countries  (U.S.A.  and 
Europe),  and  existing  legislation  and  programs 
elsewhere  in  Canada;  the  second  part  described 
a  proposed  program  for  the  Province  of  Ontario 
based  on  conclusions  drawn  from  the  material 
contained  in  Part  I. 
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The  Final  Draft  Report  concluded  that  the 
proposed  program  should: 

•  provide  for  the  protection  of  both  individual 
buildings  and  districts  of  historic  or  archi¬ 
tectural  importance; 

•  be  integrated  with  the  overall  planning 
process; 

•  be  the  shared  responsibility  of  provincial  and 
municipal  governments  and  should  be  de¬ 
signed  to  encourage  private  initiative. 

Accordingly,  the  draft  report  was  circulated 
to  selected  municipalities,  historical  societies 
and  architectural  conservation  groups  in  Ontario, 
and  to  other  jurisdictions  in  order  to  invite 
comments  and  criticisms  of  the  proposals.  The 
majority  of  replies  indicated  overwhelming  sup¬ 
port  for  the  program;  the  result  was  a  decision 
to  proceed  with  the  preparation  of  a  Final 
Report.  It  is  this  Final  Report  that  forms 
the  basis  for  the  following  program  and  for 
legislation. 


THE  PROGRAM 

(i)  Protection  of  the  Individual  Building 
It  was  recommended  that  the  protection  of 
individual  buildings  should  be  achieved  through 
a  designatory  procedure  which  would  require 
that  upon  designation,  the  buildings  become 
subject  to  various  protective  measures.  This 
procedure  would  be  the  shared  responsibility  of 
the  provincial  and  municipal  governments:  the 
Minister  responsible  for  the  program  could 
designate  buildings  which  could  be  considered 
as  being  of  provincial  importance,  and  munici¬ 
pal  councils  could  similarly  designate,  by  by¬ 
law,  buildings  of  local  importance.  It  was  sug¬ 
gested  that  the  inventories  being  undertaken  by 
the  National  Historic  Sites  Service  and  the  Ar¬ 
chives  of  Ontario  be  used  as  the  basis  for  selec¬ 
tion  of  buildings  to  be  designated  and  expert 
advice  should  be  sought  to  determine  those 
buildings  which  are  of  provincial  importance. 
Advice  from  local  historical  societies  and  archi¬ 
tectural  conservation  groups  should  be  sought 
for  the  selection  of  local  buildings  of  merit. 

The  protective  measures,  if  enacted  by  legis¬ 
lation,  would  require  that  an  owner  of  a  desig¬ 
nated  building,  if  he  wishes  to  carry  out  alter¬ 
ations,  additions,  or  demolition,  make  applica¬ 
tion  to  the  respective  authority  (Minister  or 
municipal  council)  for  authorization  of  such 
works.  It  was  recommended  that,  in  the  par¬ 
ticular  case  of  an  application  to  demolish,  the 
Minister  or  the  municipal  council  should  be 
authorized  to  prohibit  the  work  for  a  period  of 
not  more  than  180  days.  During  this  period 


negotiations  should  take  place  with  the  owner 
and  appropriate  agencies  should  be  consulted  to 
determine  what  steps  might  be  taken  to  pre¬ 
serve  the  building.  This  could  take  the  form  of 
either  a  direct  acquisition  or  the  acquisition  of 
an  interest  in  the  building,  or  the  making  of 
conditional  grants  and  loans  and  payment  of 
compensation.  If  no  agreement  can  be  reached 
during  this  period,  demolition  may  proceed. 

Appeal  procedures  have  also  been  recom¬ 
mended  whereby  an  owner  may  appeal  to  the 
Minister  against  conditions  imposed  on  a  condi¬ 
tional  approval  of  works. 

(ii)  Historic  Districts 

It  was  observed  during  the  preparation  of  the 
Draft  Report  that  an  essential  part  of  any  con¬ 
servation  program  involves  the  need  to  protect 
the  environmental  setting  of  areas,  districts  and 
complete  communities  of  outstanding  architec¬ 
tural  and  historic  value.  Similar  needs  have  been 
recognized  in  conservation  policies  in  force  in 
both  Europe  and  the  United  States  and  also  in 
the  Province  of  Quebec.  The  report,  therefore, 
recommended  that  municipalities  be  enabled  to 
employ  special  land-use  zoning  techniques 
through  the  designation  of  areas  as  “Historic 
Conservation  Districts”.  To  facilitate  this,  a 
municipality  must,  however,  adopt  appropriate 
policies  into  its  official  plan  and  define  areas  to 
which  such  policies  might  apply.  Moreover,  a 
historic  district  study  should  be  undertaken  to 
provide  the  basis  for  these  policies  —  the  study 
to  illustrate  graphically  the  manner  in  which 
environmental  and  historic  features  are  to  be 
preserved.  It  was  further  recommended  that 
municipalities  encourage  public  involvement  in 
the  definition  of  historic  areas  by  obtaining  the 
views  of  interested  groups  and  private  indi¬ 
viduals. 

The  policies  thus  established  would  be  en¬ 
forced  by  the  zoning  of  affected  areas  as 
“Historic  Conservation  District  Zones”.  Con¬ 
sequently,  an  owner  of  any  building  within 
such  a  zone  would  be  required  to  obtain  the 
authorization  of  the  relevant  municipal  council 
for  any  alterations,  additions,  demolition  or 
change  in  use  of  a  building,  subject  to  similar 
procedures  and  decisions  which  might  be  made 
in  respect  to  individually  designated  buildings. 

( Hi )  Financial  A  ssistance 
The  report  proposed  that  financial  assistance 
should  be  forthcoming  from  the  public  sector 
in  the  form  of  grants  and  loans,  and  that  the 
private  sector  should  be  encouraged  to  become 
involved  in  the  conservation  field,  primarily 
through  the  establishment  of  “revolving”  funds, 
based  upon  the  successful  American  pattern. 


In  addition,  it  was  recommended  that  owners  of 
designated  buildings  be  permitted,  subject  to 
appropriate  official  plan  policies,  to  sell  excess 
development  rights  as  a  means  of  realizing 
some  financial  return  on  the  development, 
tential  of  a  site  occupied  by  an  historic  b| 
ing,  thereby  reducing  the  threat  of  redevelop¬ 
ment  of  such  a  site. 


it  jm- 

s 


1 

theff 


(iv)  Administrative  Functions 
As  mentioned  previously,  it  was  proposed  that 
the  program  should  be  approached  as  the 
shared  responsibility  of  the  provincial  and 
municipal  governments  in  Ontario. 

At  the  provincial  level,  it  is  presently  en¬ 
visioned  that  the  necessary  legislation  will  be 
enacted  in  the  form  of  a  new  act  and  amend¬ 
ments  to  the  Planning  Act  will  be  required.  The 
responsibility  of  administering  the  procedural 
aspects  will  therefore  be  closely  allied  both  to 
other  historical  cultural  activities  and  to  plan¬ 
ning  matters.  The  latter  are  presently  functions 
of  the  Ministry  of  Treasury,  Economics  and 
Intergovernmental  Affairs,  while  the  former  are 
generally  centralized  within  the  Ministry  of  Col¬ 
leges  and  Universities. 

An  example  of  an  associated  organization 
exists  in  The  Ontario  Heritage  Foundation 
whose  success  in  the  preservation  field  has  been 
outstanding  to  date.  It  is  recommended  that  the 
Foundation,  should  also  be  closely  involvec 
the  program. 

All  of  the  above  might  be  assisted  in  th£ 
tasks,  particularly  in  regard  to  the  selection  of 
provincially  important  buildings,  by  a  “Provin¬ 
cial  Historic  Advisory  Board”  to  be  comprised 
of  experts  known  in  Ontario  for  their  contribu¬ 
tion  to  historic  and  architectural  conservation. 

The  Historical  and  Museums  Branch  of  the 
Ministry  of  Colleges  and  Universities  would 
continue  with  responsibility  for  plaquing,  publi¬ 
cations  and  recording  of  buildings  and  the  on¬ 
going  preparation  of  building  inventories. 

At  the  municipal  level,  administrative  func¬ 
tions  should  rest  with  local  municipalities,  or 
regional  governments  where  appropriate.  They 
could,  in  turn,  be  assisted  by  provincial  auth¬ 
orities  and/or  a  local  “Historic  Conservation 
Advisory  Committee”.  Such  a  committee  might 
legitimately  comprise  a  cross-section  of  elected 
council  members  and  co-opted  citizen  mem¬ 
bers,  each  with  a  demonstrated  interest  in  and 
knowledge  of,  the  history  and  architecture  of 
the  municipality.  The  committee  could  thus 
allow  for  active  citizen  involvement  in  the  con¬ 
servation  field  while  at  the  same  time  allowing 
certain  council  members  exposure  to  the  very^ 
real  problems  of  the  preservation  of  our  in^ 
valuable  historic  and  architectural  heritage. 
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About  the  Review 

April  1  marked  the  first  anniversary  of  the 
formation  of  the  Ministry  of  Treasury, 
Economics  and  Intergovernmental  Affairs. 

During  the  first  year  of  its  life,  the  Ministry 
has  undergone  important  structural  changes. 

The  announcement  on  March  1  by  the  Honour¬ 
able  John  White  on  the  completion  of  the 
second  phase  of  the  re-organization  of  the 
Ministry  was  a  particularly  significant  milestone 
in  its  history. 

The  new  Ministry  was  formed  as  the  result  of 
the  restructuring  of  the  Government  of  Ontario, 
underway  since  1971.  The  feature  article  of  the 
March/April  edition  of  the  Ontario  Economic 
Review  describes  the  structure,  role  and  pro¬ 
grams  of  the  Ministry  in  the  new  government 
organization. 

The  short  article  by  Mr.  R.G.  Holloway, 
of  the  Taxation  and  Fiscal  Policy  Branch, 
Ministry  of  Treasury,  Economics  and  Inter¬ 
governmental  Affairs,  examines  some  of  the 
uses  of  payroll  taxation  as  a  possible  means 
of  curbing  inflation. 


Indicator  Charts,  Pages  10-12 

Fluctuations  in  aggregate  economic  activity 
—  commonly  used  to  define  business  cycles  - 
do  not  necessarily  correspond  with  fluctuations 
in  the  individual  activities  which  make  up  the 
aggregate.  Instead  different  indicators  of 
economic  activity  may  vary  with  respect  to 
both  their  rates  of  growth  and  the  timing  of 
their  peaks  and  troughs:  some  may  grow  more 
rapidly  than  others,  some  change  direction 
sooner. 

Those  activities  which  tend  to  assume  a 
direction  in  advance  of  the  aggregate  —  because 
they  relate  to  future  rather  than  present  pro¬ 
duction  —  are  referred  to  as  leading  indicators, 
and  are  widely  used  to  anticipate  the  short-run 
future  course  of  the  overall  economy.  The 
charts  on  pages  10,  1 1  and  12  in  the  Ontario 
Economic  Review  present  a  number  of  these 
leading  indicators,  as  well  as  several  which  are 
coincidental  to  or  lag  behind  the  aggregate,  to 
provide  for  the  reader  an  opportunity  to  make 
such  an  evaluation. 

While  comparisons  of  the  timing  and 
direction  of  general  changes  in  the  various 
indicators  can  readily  be  made,  great  care  must 
be  exercised  in  making  such  a  comparison  of 
the  amplitude  of  fluctuations.  Of  the  three 
vertical  scales  used  —  ‘A’  (arithmetic)  and 
‘LI’  and  ‘L2’  (logarithmic  scales  with  one  and 
two  cycles  respectively  over  a  given  vertical 
distance)  —  only  the  logarithmic  scales  can  be 
used  to  compare  relative  changes  in  different 
indicators.  And  this  applies  only  when  all  series 
being  compared  are  on  the  same  logarithmic 
scale.  In  such  a  situation  all  parallel  lines 
represent  equal  rates  of  growth,  the  exact  rate 
of  growth  being  determined  by  the  slope  of  the 
line. 
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CANADA  AND  ONTARIO 
-1972  IN  PERSPECTIVE 

The  upturn  in  economic  activity  in  Ontario  and 
Canada,  underway  since  1971,  continued 
throughout  1972.  The  total  value  of  goods  and 
services  produced  in  Ontario  rose  by  10.8  per 
cent  over  1971  to  reach  a  level  of  $42.1  billion. 
The  growth  of  GNP  was  slightly  lower  than 
Ontario’s  GPP  in  1972,  advancing  by  10.6  per 
cent  to  $102.9  billion.  After  discounting  price 
increases  of  4.9  per  cent,  real  growth  in  1972  in 
Ontario  and  Canada  amounted  to  5.7  and  5.5  per 
cent  respectively. 

Data  recently  released  by  Statistics  Canada 
indicate  that  while  GNP  growth  was  strong  in 
1972,  advances  throughout  the  year  were  un¬ 
even.  GNP  gains  were  slow  in  the  first  quarter, 
followed  by  a  rapid  rise  in  the  second,  a  pause 
in  the  third,  and  a  rapid  surge  in  the  fourth 
quarter.  The  unevenness  in  activity  was  due 
primarily  to  erratic  merchandise  exports  which 
were  hampered  by  strikes,  unexpected  declines 
in  agricultural  production  and  by  uneven  pur¬ 
chases  of  consumer  durables. 

The  implicit  price  index  rose  4.9  per  cent  for 
Canada  as  a  whole,  compared  with  3.3  per  cent 
in  1971  and  4.5  per  cent  in  1970.  As  in  the  rest 
of  the  world,  price  pressures  were  the  greatest 
in  food.  Construction  costs  and  export  com¬ 
modities  also  contributed  substantially  to  wide¬ 
spread  price  gains. 

While  overall  growth  of  the  Ontario  econ¬ 
omy  was  similar  to  that  of  Canada  in  general, 
there  were  notable  differences  in  the  perform¬ 
ance  of  certain  sectors.  For  example,  consumer 
expenditures  in  Ontario  rose  more  than  in  the 
country  as  a  whole,  while  exports,  stimulated 
by  large  increases  in  natural  gas,  crude  oil,  lum¬ 
ber  and  wheat  grew  considerably  more  outside 
Ontario.  Within  the  investment  sector,  residen¬ 
tial  construction  activity  was  approximately  the 
same  throughout  Canada,  but  in  both  machin¬ 
ery  and  equipment  and  non-residential  con¬ 
struction,  growth  in  Ontario  was  slower  than  in 
the  rest  of  Canada.  Also,  government  spending 
in  Ontario  and  in  the  rest  of  Canada  increased 
at  about  the  same  pace.  The  net  result  of  these 
activities  was  that  the  Ontario  economy  grew  at 
a  marginally  faster  rate  than  the  Canadian  econ¬ 
omy  in  1972. 

In  the  important  manufacturing  sector,  the 
long-awaited  recovery  finally  arrived.  The  index 
of  industrial  production  and  the  index  of  manu¬ 
facturing  advanced  by  6.5  per  cent  and  6.1  per 


cent  respectively.  Since  over  50  per  cent  of 
Canada’s  manufacturing  output  originates  in 
Ontario,  the  positive  effect  of  this  growth  was 
stronger  in  Ontario  than  in  any  other  province. 

The  Ontario  Labour  Force  in  1972 

Employment  in  Ontario  in  1972  grew  by 
140,000  or  4.5  per  cent  over  1971.  Despite  this 
rapid  growth  in  employment,  the  labour  force 
grew  by  132,000  resulting  in  an  average  unem¬ 
ployment  rate  of  4.8  per  cent  for  the  year  as  a 
whole.  This  rate  compares  favourably  with  un¬ 
employment  during  1971  of  5.2  per  cent  but 
was  somewhat  higher  than  the  4.3  per  cent 
unemployment  rate  recorded  in  1970. 

Increased  participation  by  women,  and  a 
large  influx  of  workers  in  the  14-24  year  range 
led  to  the  unusually  rapid  labour  force  growth. 
In  fact,  many  of  the  employment  problems  in 
Canada  and  Ontario  have  been  the  result  of 
rapid  labour  force  growth,  and  not  lack  of  job 
opportunities  as  has  often  been  suggested. 

Of  the  140,000  new  jobs  in  1972,  43,000 
were  in  manufacturing,  an  increase  of  5.1  per 
cent  over  the  number  of  people  employed  in 
this  important  sector  in  1971.  This  was  a  wel¬ 
come  occurrence  as  it  was  the  first  substantial 
increase  in  manufacturing  employment  since 
1969.  Despite  this,  jobs  in  the  goods  producing 
industries  grew  very  little,  as  the  number  of 
jobs  in  agriculture  and  construction  declined. 

The  largest  increase,  as  in  the  previous  two 
years,  both  in  numbers  and  in  percentage  terms 
took  place  in  the  services  sector.  This  sector 
now  employs  about  58  per  cent  of  the  work 
force  as  compared  with  52  per  cent  in  1961. 
About  116,000  new  jobs  were  created  in  the 
services  sector,  a  gain  of  6.3  per  cent  over  1971. 
Of  all  categories  of  services  the  number  em¬ 
ployed  in  trade  and  personal  services  grew  most 
rapidly. 

In  comparison  with  other  industrialized 
countries,  Canada’s  labour  force  has  grown  fast¬ 
er  than  any  other.  In  the  past  decade,  Canada’s 
work  force  grew  by  an  average  of  2.8  per  cent 
annually,  compared  with  1.7  per  cent  in  the 
U.S.  and  less  than  1.0  per  cent  in  West  Ger¬ 
many,  Sweden  and  the  United  Kingdom. 

Foreign  Trade  in  1972 

Canada’s  merchandise  trade  surplus  which 
stood  at  $2.1  billion  in  1971,  dipped  to  a  level 
of  $1.2  billion  in  1972.  The  latest  figure  is  just 
slightly  below  the  $1.3  billion  surplus  recorded 
in  1968.  In  the  last  four  years,  the  surplus  has 


fluctuated  from  $0.8  billion  to  $2.9  billion. 

During  1972,  imports  rose  at  a  faster  pace 
than  exports;  imports  increased  by  $3.1  billion 
or  about  20  per  cent  while  exports  accounted 
for  a  gain  of  $2.1  billion  or  12  per  cent.  The 
value  of  exports,  Statistics  Canada  reports, 
reached  $19,899  million  in  the  year  while  im¬ 
ports  registered  a  record  high  of  $18,701  mil¬ 
lion. 

The  growth  of  Canadian  exports  was  irregu¬ 
lar  throughout  the  year,  with  sharp  upturns  in 
the  second  and  final  quarters,  while  the  third 
quarter  reported  only  moderate  gains  above  the 
first  quarter.  Imports,  on  the  other  hand, 
showed  gains  in  each  quarter  of  1972,  the  third 
quarter  recording  the  smallest  advance.  Season¬ 
ally  adjusted  at  annual  rates,  exports  rose  to  a 
high  of  $22.2  billion  in  the  last  quarter  of  the 
year,  with  imports  rising  to  over  $20  billion. 

The  major  boost  to  exports  came  from  auto¬ 
motive  products,  and  particularly  those  sup¬ 
plied  to  the  U.S.  Sales  of  automotive  products 
to  this  market,  mostly  originating  in  Ontario, 
rose  by  almost  $500  million  over  the  previous 
year.  The  same  market  also  accounted  for  the 
bulk  of  a  gain  of  $350  million  in  lumber  ship¬ 
ments  and  a  $280  million  increase  in  crude  oil 
and  natural  gas.  Exports  of  aircraft  and  parts, 
and  newsprint  to  the  United  States  also  showed 
gains  in  1972,  rising  by  $100  million  and  $50 
million  respectively. 

Wheat  sales  in  1972  were  substantially 
higher  than  a  year  earlier,  increasing  by  nearly 
$85  million,  largely  resulting  from  huge  deliver¬ 
ies  to  the  Soviet  Union  and  the  People’s  Repub¬ 
lic  of  China.  Shipments  of  copper  ores  were  up 
$50  million  and  those  of  whisky  and  pulp  some 
$20  million  each.  Marked  declines  in  exports 
were  noted  in  aluminum  and  iron  ore,  both  down 
by  about  $60  million  with  nickel  falling  by 
nearly  $30  million. 

As  in  the  case  of  exports,  the  major  impetus 
to  imports  came  from  automotive  products  and 
accounted  for  28  per  cent  of  the  total  increase. 
While  the  rise  in  imports  was  spread  across 
many  goods,  the  increase  of  $265  million  in 
industrial  machinery  imports  was  significant. 
Food  imports,  including  meat,  fish,  fruit  and 
vegetables  and  sugar  recorded  a  rise  in  value  of 
nearly  $220  million  with  the  value  of  crude  oil 
imports  increasing  by  some  $140  million.  Mod¬ 
erate  gains  took  place  in  imports  of  apparel, 
tractors,  plastics,  chemicals,  non-ferrous  metals 
and  iron  and  steel  products. 


Payroll  Taxation  and  Inflation 

Ronald  Holloway,  Economist 
Taxation  &  Fiscal  Policy  Branch 


Introduction 

Inflationary  pressures  are  increasingly  evident 
in  the  developed  economies.  The  restraints  on 
prices  and  incomes  which  governments  have 
applied  have  not  been  fully  efficient,  resulting 
in  inequities,  while  their  sudden  relaxation  or 
breakdown  tends  to  renew  the  process  of  infla¬ 
tion  at  an  accelerated  rate.  Where  such  mea¬ 
sures  have  been  successful  in  restraining  price 
and  wage  increases,  a  complicated  combination 
of  unfilled  job  vacancies  in  the  growth  sectors 
of  the  economy  and  a  relatively  high  rate  of 
concealed  unemployment  in  stagnating  and  de¬ 
clining  industries  tends  to  persist.  Over  the 
longer  run,  such  structural  rigidity  itself  has 
inflationary  consequences.  The  alternative  pol¬ 
icy  of  dampening  the  expansion  of  demands 
tends,  however,  to  create  overt  islands  of  unem¬ 
ployment.  Payroll  taxation  is  another  possi¬ 
bility  for  restraining  inflation. 

Basic  Forms 

A  payroll  tax  may  be  imposed  on  an  employer 
in  relation  to  the  number  of  employees,  the  pay 
of  individual  employees,  or  the  gross  amount  of 
the  payroll.  Number-related  taxes  are  frequent¬ 
ly  used  to  finance  social  security  programs,  usu¬ 
ally  as  counterparts  to  employee  contributions. 
While  giving  the  appearance  of  relating  costs  to 
benefits,  these  taxes  are  unsatisfactory  from 
other  points  of  view.  Their  yields  are  relatively 
inelastic  and  the  funding  of  contributions  im¬ 
poses  an  unwelcome  rigidity  on  government  ex¬ 
penditures.  They  also  distort  the  labour  mix  by 
making  low-skilled  and  part-time  employees 
relatively  expensive  and  distort  the  allocation 
of  labour  if  applied  selectively. 

The  appearance  of  a  cost-benefit  relationship 
is  retained  in  those  schemes  which  require  em¬ 
ployers  to  contribute  to  a  fund  in  relation  to 
tranches  of  pay  of  individual  employees.  These 
schemes  often  have  lower  income  limits,  to  re¬ 
duce  distortion  of  the  labour  mix,  as  well  as 
upper  limits  which  are  generally  related  to  ceil¬ 
ings  on  benefits.  The  main  disadvantage  of  such 
schemes  is  their  complexity  of  administration. 
A  tax  on  the  gross  payroll  is  simpler  to  operate, 
may  be  a  contribution  to  general  revenue,  and 
may  be  applied  either  as  a  general  tax  or  in 
special  forms  to  further  refined  objectives.  It  is 
this  group  of  taxes  which  is  further  considered. 

As  an  Addition  to  the  Tax  Burden 

The  first  case  to  consider  is  where  such  a  tax  is 
imposed  without  a  reduction  in  other  business 


taxes.  If  this  happens,  firms  would  be  tempted 
to  raise  prices  to  maintain  a  constant  rate  of 
after-tax  return.  If  all  prices  rise  equally,  the 
sale  value  of  inventories  and  buildings,  plant 
and  machinery  would  also  rise  equally.  This 
would  raise  the  value  of  capital  employed.  To 
maintain  the  rate  of  return  on  capital  employed 
with  assets  valued  at  replacement  cost,  the 
amount  of  the  price  rise  would  consequently 
have  to  exceed  the  amount  of  the  tax. 

Since  the  purchasing  power  of  wages  would 
also  fall,  the  tax  would  transfer  resources  from 
wage  earners  (who  would  spend  the  greater  part 
on  consumption)  to  government  which  could 
use  the  tax  as  a  short-term,  deflationary  mea¬ 
sure  (by  reducing  its  borrowing  from  the  bank¬ 
ing  system)  or  as  a  long-term  deflationary  mea¬ 
sure  by  using  the  revenue  to  finance  improved 
industrial  efficiency.  Even  so,  the  immediate 
fall  in  the  purchasing  power  of  labour  is  likely 
to  lead  to  widespread  demands  for  increased 
wages,  so  completing  the  first  round  of  an  infla¬ 
tionary  spiral  at  the  cost  of  weakening  the  bal¬ 
ance  of  payments  position,  pressing  hard  on 
those  with  fixed  incomes,  and  possibly  involv¬ 
ing  a  loss  of  production  through  strikes. 

There  are,  however,  a  number  of  improba¬ 
bilities  in  this  situation.  First,  in  itself,  the  tax 
does  nothing  to  increase  the  monetary  supply. 
If  there  is  no  increase  in  the  monetary  supply, 
the  same  volume  of  production  cannot  be  sold 
at  higher  prices  and  —  in  the  short-run  at  least 
—  firms  are  more  likely  to  try  to  maximize  sales 
than  to  try  to  maximize  prices.  The  position  is 
therefore  quite  different  from  the  situation  nor¬ 
mally  resulting  from  a  general  rise  in  wages 
(where  governments  have  usually  chosen  to  per¬ 
mit  the  expansion  of  the  monetary  supply  to 
avoid  unemployment  and  the  increased  mone¬ 
tary  supply  permits  price  increases  without  a 
reduction  in  output).  This  limitation  is  most 
evident  for  exports.  If  export  prices  rise,  less  is 
likely  to  be  sold  because  the  income  available  in 
other  markets  remains  unchanged. 

Besides  this  monetary  limitation  to  price  in¬ 
creases,  there  is  the  limitation  arising  from  the 
availability  (in  both  local  and  export  markets) 
of  foreign  substitutes.  Foreign  competition 
may,  in  practice,  be  too  imperfect  in  many  sec¬ 
tors  to  act  decisively  in  restraining  price  rises. 
But,  where  it  does,  it  would  also  have  the  effect 
of  tending  to  keep  the  value  of  inventories  un¬ 
changed.  This,  in  turn,  would  restrict  an  up¬ 
ward  revaluation  of  capital  employed.  The 
availability  of  foreign  plant  and  machinery  at 


payroll-tax-exclusive  prices  would  also  restrict 
revaluation.  Foreign  competitors  might  increase 
their  prices  and  this  would  tend  to  support  asset 
revaluation.  Higher  distribution  costs  would  mar¬ 
ginally  increase  the  cost  of  new  capital  equip¬ 
ment,  but  other  costs  may  remain  unchanged, 
particularly  where  prices  have  been  fixed  by 
contract.  These  factors  favour  the  capital-inten¬ 
sive  producer. 

As  a  Substitute 

Since  a  firm  of  above-average  efficiency  would 
expect  to  have  larger  after-tax  profits,  if  a  pay¬ 
roll  tax  is  substituted  for  income  tax,  it  would 
be  better  able  to  absorb  increases  in  costs  due 
to  factors  unconnected  with  the  tax  (such  as 
improvements  in  quality).  In  a  competitive  situ¬ 
ation,  the  result  should  include  reduced  prices. 
However,  where  industries  act  collectively  to 
set  prices  in  order  to  maintain  a  satisfactory 
rate  of  profit  for  their  least-efficient  members, 
a  payroll  tax  would  lead  to  higher  prices  than 
those  which  would  follow  from  income  tax. 

A  substitution  of  a  payroll  tax,  collected 
monthly,  for  corporate  income  tax,  would  re¬ 
duce  the  necessity  for  government  short-term 
borrowing  (itself  an  inflationary  pressure  and  a 
factor  in  economic  instability). 

A  possible  objection  against  payroll  tax  is 
that  it  discriminates  against  the  labour-intensive 
firm  even  when  it  is  equally  efficient.  While  this 
situation  seems  likely  to  be  rare,  a  bias  in  fa¬ 
vour  of  capital-intensive  methods  seems  desir¬ 
able  to  eliminate  the  uneconomic  lapse  in  tech¬ 
nological  adaptation  which  appears  to  arise 
with  non-discriminatory  treatment.  However,  a 
general  tax  on  payrolls  would  have  adverse 
short-term  consequences  for  employment.  As  a 
general  statement,  it  is  only  in  the  long-run  that 
greater  capital  intensity  benefits  employment 
through  lower  costs  of  increased  output. 

Refinements 

Refinements  of  the  tax  may  improve  the  con¬ 
trol  of  inflation.  One  possibility  is  to  impose  a 
surcharge  on  corporations  which  grant  pay  in¬ 
creases  in  excess  of  both  productivity  improve¬ 
ments  and  the  rise  in  the  cost  of  living.  The 
formula  adopted  would  most  probably  relate 
the  increase  in  payroll  to  both  the  change  in 
the  number  of  employees  and  capital  outlays. 
Another  possibility  is  to  vary  the  tax  geo¬ 
graphically,  to  reduce  local  excess  demand  for 
labour  which  tends  to  spill  over  into  inflation 
nationally. 
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INTRODUCTION 

On  March  1,  the  Ministry  of  Treasury,  Econo¬ 
mics  and  Intergovernmental  Affairs  completed 
the  second  phase  of  its  part  in  the  massive  reor¬ 
ganization  the  Ontario  Government  has  been 
undergoing  since  1971. 

This  article  shows  how  this  one-year-old 
Ministry  fits  into  the  new  government  organiza¬ 
tion.  It  also  explains  the  composition  and  func¬ 
tions  of  the  Ministry’s  two  senior  committees, 
outlines  the  Ministry’s  structure,  and  lists  the 
activities  of  its  branches. 

COMMITTEE  ON  GOVERNMENT 
PRODUCTIVITY 

In  December  1971,  the  Committee  on  Govern¬ 
ment  Productivity  made  public  its  third  interim 
report,  containing  recommendations  for  what 
Premier  Davis  termed  ‘significant  reforms  in 
government  procedures  and  improvements  in 
government  performance.’ 

The  committee  put  forward  four  reasons  for 
its  proposed  changes.  (1)  Ministers  do  not  have 
sufficient  time  for  policy-making.  (2)  The 
organization  of  the  provincial  government  has 
grown  so  large  and  complicated  that  it  has  be¬ 
come  difficult  to  manage.  (3)  Because  the  cost 
of  continuing  existing  services  is  outstripping 
available  revenue,  an  improved  priority-setting 
system  is  required.  (4)  The  operation  of  individ¬ 


ual  government  departments  as  separate  and 
distinct  entities  is  no  longer  appropriate  to  cope 
with  issues  that  increasingly  involve  more  than 
one  department. 

To  meet  the  new  organizational  require¬ 
ments  of  the^Z£l’s  the  committee  made  numer¬ 
ous  proposals  for  a  regrouping  of  programs  and 
activities.  The  three  most  fundamental  organi¬ 
zational  proposals  were: 

(1)  the  establishment  of  a  new  senior  Cabinet 
committee  —  the  Policy  and  Priorities 
Board.  The  Board’s  major  responsibilities 
are  to  develop  a  strategic  policy  frame¬ 
work  into  which  all  government  programs 
could  fit,  and  to  recommend  government 
priorities  to  Cabinet; 

(2)  the  establishment  of  a  new  kind  of  min¬ 
ister,  free  of  the  responsibilities  and  bur¬ 
dens  of  the  chief  executive  of  a  depart¬ 
ment.  This  is  perhaps  the  most  important 
change  recommended  by  the  COGP. 
Called  provincial  secretaries,  these  new 
ministers  derive  their  influence  from 
membership  on  the  Policy  and  Priorities 
Board  but  do  not  have  a  line  control  over 
the  activities  of  their  colleagues  running 
the  ministries.  Free  of  the  administrative 
responsibilities  of  a  portfolio,  provincial 
secretaries  have  time  to  develop,  evaluate, 

Structure  of  Government  in  Ontario 


and  coordinate  government  policy  among 
the  various  ministries  in  their  policy  field. 
Provincial  secretaries  are  also  in  a  position 
to  devote  considerably  more  time  and 
thought  to  improving  communication  be¬ 
tween  government  and  citizens; 

(3)  the  grouping  of  programs  and  activities 
into  fairly  self-contained  areas,  known  as 
policy  fields.  Three  policy  fields  have 
been  created:  social  development,  re¬ 
sources  development  and  justice.  The  pri¬ 
mary  objective  is  to  improve  policy  coor¬ 
dination  among  related  ministries  and  to 
ensure  that  potential  conflicts  (such  as 
those  that  might  arise  between  environ¬ 
mental  considerations  and  economic 
growth)  are  recognized,  thoroughly  dis¬ 
cussed,  and  to  a  significant  extent,  re¬ 
solved  at  a  sub-cabinet  level.  The  major 
mechanism  for  achieving  this  is  the  policy 
field  committee,  chaired  by  a  provincial 
secretary  and  composed  of  the  ministers 
within  each  field. 

There  are  a  number  of  important  functions 
and  activities  involving  broad  policy  consider¬ 
ations  which  do  not  fit  logically  into  any  one 
of  the  three  policy  fields.  To  arrange  these 
functions  and  activities,  three  new  ministries 
have  been  formed:  the  Ministry  of  Revenue;  the 
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Ministry  of  Government  Services  and  the  Min¬ 
istry  of  Treasury,  Economics  and  Intergovern¬ 
mental  affairs. 

MANDATE  OF  THE  MINISTRY 
OF  TREASURY,  ECONOMICS  AND 
INTERGOVERNMENTAL  AFFAIRS 

The  restructuring  of  the  Ontario  government 
organization  is  intended  to  ensure  that  sound 
management  practices  will  make  the  most  effec¬ 
tive  use  of  resources.  Achievement  of  this  aim 
demands  the  development  of  integrated  policy. 
Accordingly,  the  new  organization  has  evolved 
with  the  establishment  of  the  three  policy  fields 


and  the  Policy  and  Priorities  Board  of  Cabinet. 

How  does  the  new  Ministry  of  Treasury, 
Economics  and  Intergovernmental  Affairs  con¬ 
tribute  to  this  policy  development?  This  ques¬ 
tion  can  be  answered  partly  by  outlining  the 
responsibilities  of  this  Ministry. 

Basically,  they  are  three-fold.  First,  the  Min¬ 
istry  has  direct  responsibility  for  certain  funda¬ 
mental  government  functions:  planning  the 
Province’s  fiscal  and  economic  policies,  plan¬ 
ning  and  implementing  the  Government’s  cash 
management  and  borrowing  policies  and  devel¬ 
oping  provincial  programs  relating  to  municipal 
government  and  regional  development.  These 


functions  are  central  to  government  and  are  the 
statutory  responsibilities  of  the  Treasurer. 

Second,  the  Ministry  has  a  responsibility  to 
provide  policy  advice  to  the  Government  as  a 
whole  through  the  Cabinet  committee  struc¬ 
ture.  This  advice  ranges  over  a  wide  variety  of 
matters  that  may  touch  the  interests  of  all  pol¬ 
icy  fields. 

Third,  the  Ministry  is  responsible  for  coor¬ 
dinating  Ontario’s  relationships  with  other 
levels  of  governments  both  inside  and  outside 
Canada. 

The  Ministry  of  Treasury,  Economics  and  In¬ 
tergovernmental  Affairs  combines  many  of  the 
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functions  and  personnel  of  two  former  depart¬ 
ments  —  Municipal  Affairs  and  Treasury  and 
Economics.  The  responsibilities  described 
above,  however,  represent  more  than  a  simple 
merger,  since  the  new  Ministry’s  responsiblities 
are  more  extensive  than  those  of  the  two  old 
departments: 

•  the  functions  of  the  former  Department  of 
Treasury  and  Economics  are  integrated  into 
the  new  Ministry  and  enlarged  to  encompass 
the  new  structure  and  decision-making  pro¬ 
cess  of  the  Government; 

•  most  of  the  old  Municipal  Affairs  functions 
are  maintained  but  with  a  strong  new  em¬ 
phasis.  This  Ministry  now  has  a  clear  respon¬ 
sibility  as  the  central  coordinating  agency 
for  all  the  Government’s  relationships  with 
local  governments  and  with  other  levels  of 
government.  It  is  the  Ministry’s  job  to  ensure 
that  the  Province’s  many  relationships  with 
local  governments  are  consistent  with  the 
roles  of  the  Province  and  municipalities. 

These  basic  functions  imply  two  methods  by 
which  the  Ministry  participates  in  the  Govern¬ 
ment’s  decision-making  process.  The  first  is 
through  the  Minister  in  his  capacity  as  Treas¬ 
urer  of  Ontario,  responsible  for  the  budget  and 
comptrollership  of  the  consolidated  revenue 
fund,  and  in  his  capacity  as  the  Minister  respon¬ 
sible  for  municipal  affairs.  The  second  is 
through  the  provision  of  policy  advice  and  com¬ 
mentary  to  other  ministries,  policy  fields  and 
Cabinet  committees.  In  the  new  structure  of 
government,  this  is  expected  to  help  integrate 
the  work  of  ministries  and  agencies  at  many 
levels.  It  must  ensure  that  policy  proposals 
going  to  Cabinet  committees  are  consistent 
with  policy  on  economic,  financial,  regional 
and  intergovernmental  matters. 

The  functions  of  the  Ministry  are  both  inter¬ 
related  and  government-wide  in  scope.  For  the 
first  time,  many  matters  traditionally  handled 
by  separate  departments  are  coordinated  with¬ 
in  this  one  Ministry.  There  is  an  inherent  rela¬ 
tionship  between  provincial  taxation,  grants  to 
municipalities,  regional  development,  commun¬ 
ity  planning,  federal-provincial  relations  and 
provincial-municipal  relations.  All  these  now 
come  under  Treasury,  Economics  and  Intergov¬ 
ernmental  Affairs. 

The  Ministry’s  Fiscal  Policy  Division,  to  take 
a  specific  example,  makes  sure  that  provincial 
financial  relations  with  local  governments  are 
developed  consistently  and  are  linked  directly 
to  the  budget  process.  Similarly,  provincial- 
municipal  relations  are  coordinated  with  fed¬ 


eral-provincial  and  inter-provincial  relations, 
through  the  Ministry’s  Intergovernmental  Af¬ 
fairs  Secretariat.  Consistency  in  these  intergov¬ 
ernmental  relationships  has  grown  in  impor¬ 
tance  as  the  federal  government  has  shown  in¬ 
creasing  concern  over  urban  and  regional  mat¬ 
ters  that  were  once  left  almost  exclusively  to 
the  Province. 

The  new  setup  of  the  Ministry  also  recog¬ 
nizes  that  local  government  involves  more  than 
municipal  councils  and  administrations;  school 
boards  and  many  other  boards  and  commissions 
are  included  when  provincial-municipal  political 
and  financial  relationships  are  developed.  This 
was  much  more  difficult  under  the  old  struc¬ 
ture. 

Defining  the  lines  of  demarcation  between 
provincial  and  municipal  responsibilities  is  an 
important  task  of  another  of  the  Ministry’s  new 
divisions  —  the  Urban  and  Regional  Planning 
Division.  This  task  has  become  especially  urgent 
in  matters  of  planning,  since  the  Province, 
though  increasingly  active  in  regional  planning, 
is  anxious  to  leave  local  planning  in  the  hands 
of  municipal  leaders.  There  are,  of  course, 
many  other  areas  of  activity  in  which  both  the 
Province  and  the  municipalities  are  involved 
and  the  policies  developed  by  Urban  and  Re¬ 
gional  Planning  will  provide  the  guidelines  for 
developing  future  provincial  policies  in  this 
field. 

The  regional  development  program  must  be 
coordinated  with  the  plans  and  programs  of 
other  ministries.  As  the  COGP’s  Third  Interim 
Report  said: 

“It  is  essential  that  those  departments  now 
involved  in  policy  issues  relating  to  regional 
development  and  regional  government  be  ef¬ 
fectively  coordinated  both  for  the  formula¬ 
tion  and  implementation  of  policy.” 

As  well  as  coordinating  policies  affecting  the 
Province’s  relationships  with  federal  and  muni¬ 
cipal  governments,  this  Ministry  will  also  coor¬ 
dinate  Ontario’s  relationships  with  various  inter¬ 
national  governments  and  agencies. 

However,  it  is  in  the  provincial-municipal 
area  that  the  greatest  changes  in  emphasis  will 
occur.  By  developing  a  comprehensive  policy 
on  provincial-municipal  relations,  the  Ministry 
will  make  it  possible  for  the  Government  to 
make  better  decisions  about  other  ministries’ 
policy  proposals  affecting  local  governments. 

In  addition  to  policy  development,  this  Min¬ 
istry  will  be  involved  in  many  day-to-day  rela¬ 
tionships  with  local  governments.  These  rela¬ 
tionships  will  have  to  reflect,  to  a  greater  ex¬ 
tent,  the  partnership  concept  espoused  by  the 


Province.  To  some  extent,  this  development 
should  be  seen  as  parallelling  Ontario’s  ap¬ 
proach  to  the  federal  government.  In  other 
words,  the  provincial  government  should  be 
moving  towards  the  kind  of  relationship  with 
local  governments  that  Ontario  seeks  with  the 
federal  government.  This  will  involve  greater 
freedom  for  local  governments  to  establish  their 
own  priorities  without  constant  interference 
and  intervention  by  the  Province.  During  this 
adjustment,  the  Provincial  Municipal  Liaison 
Committee,  with  representation  from  the  muni¬ 
cipal  associations  and  with  the  Minister  of  Trea¬ 
sury,  Economics  and  Intergovernmental  Affairs 
as  co-chairman,  will  serve  as  the  central  forum 
for  negotiation  between  the  Province  and  local 
governments. 

HOW  TWO  SENIOR  COMMITTEES  HANDLE 
POLICY  AND  ADMINISTRATION 

As  part  of  the  new  Ministry’s  structure,  the 
Deputy  Minister  now  has  four  key  executives 
reporting  to  him  —  three  Assistant  Deputy  Min¬ 
isters  and  a  General  Manager  of  Administration. 
Their  appointments  have  made  it  possible  for 
the  Deputy  Minister  to  establish  two  senior 
committees  —  the  Policy  Committee  and  the 
Management  Committee. 

The  Policy  Committee,  as  the  senior  body 
for  policy  formulation  in  the  Ministry,  is  the 
most  important  means  of  ensuring  that  the  Min¬ 
istry  functions  as  a  total  organization.  This 
committee  meets  at  least  twice  weekly  to  deter¬ 
mine  and  assign  priorities  and  provides  a  contin¬ 
uous  review  of  the  entire  range  of  policy  issues 
related  to  the  Ministry.  Serving  as  a  focal-point 
for  the  consolidation  of  ministry-wide  views  on 
internally  developed  policies,  the  committee 
makes  policy  recommendations  to  the  Minister 
prior  to  their  submission  to  the  Policy  and 
Priorities  Board  or  Management  Board.  The 
committee  also  provides  the  Policy  and  Prior¬ 
ities  Board,  the  Management  Board  and  the 
Policy  Fields  with  coordinated  viewpoints  and 
recommendations  on  policy  issues  initiated  by 
the  three  policy  fields  or  other  ministries. 

For  the  preparation  of  the  Ministry’s  Annual 
Estimates,  the  Policy  Committee  identifies 
broad  program  priorities  and  makes  recommen¬ 
dations  for  the  allocation  of  resources  both  for 
these  estimates  and  long-term  expenditure  plan¬ 
ning. 

The  Policy  Committee  chairman  is  the  Assis¬ 
tant  Deputy  Minister  of  Economic  Policy  and 
Intergovernmental  Affairs,  and  membership  in¬ 
cludes  the  Deputy  Minister,  the  other  two 
Assistant  Deputy  Ministers  and  the  General 
Manager  of  Administration.  Staff  support  to 
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this  committee  is  provided  by  the  Policy  Liai¬ 
son  and  Program  Analysis  units.  Policy  Liaison 
personnel  are  in  constant  contact  with  develop¬ 
ments  in  the  policy  fields  and  are  able  to  in¬ 
form  the  committee  of  emerging  issues.  Pro¬ 
gram  Analysis  personnel  are  involved  in  the 
Multi-Year  Plan,  annual  estimates  priorities,  the 
planning  and  scheduling  of  programs  and  the 
administration  of  submissions  to  Policy  and 
Priorities  Board  and  Management  Board. 

The  Management  Committee,  made  up  of 
representatives  of  the  Assistant  Deputy  Minis¬ 
ters,  provides  coordination  and  advice  to  the 
General  Manager  on  organizational,  personnel 
and  administrative  matters  in  support  of  minis¬ 
try  operations  and  programs.  Its  objectives  in¬ 
clude:  a  continuous  evaluation  of  the  organiza¬ 
tional  efficiency  and  effectiveness  within  guide¬ 
lines  set  by  the  Policy  Committee,  development 
and  direction  of  the  ministry  manpower  inven¬ 
tory  and  personnel  development  plan  and  coor¬ 
dination  of  the  detailed  preparation  of  the 
annual  estimates.  The  Management  Committee 
also  makes  sure  that  administrative  processes 
and  internal  support  procedures  are  efficient 
and  fully  responsive  to  the  needs  of  the  Minis¬ 
try. 

The  Administrative  Services  Division,  Legal 
Services  and  the  Program  Analysis  units  provide 
support  services  to  this  Committee  on  specific 
issues. 

THE  STRUCTURE  AND  FUNCTIONS  OF 
THE  MINISTRY  OF  TREASURY, 
ECONOMICS  AND  INTERGOVERNMENTAL 
AFFAIRS 

The  Ministry  of  Treasury,  Economics  and  Inter¬ 
governmental  Affairs  is  composed  of  four  broad 
programs: 

•  Economic  Policy  and  Intergovernmental 
Affairs 

•  Finance 

•  Urban  and  Regional  Affairs 

•  Administration 

In  turn,  these  four  programs  are  made  up  of 
seven  divisions,  which  are  further  divided  into 
branches. 

I  -  ECONOMIC  POLICY  AND  INTER¬ 
GOVERNMENTAL  AFFAIRS  PROGRAM 

This  program  consists  of  two  divisions. 

OFFICE  OF  INTERGOVERNMENTAL 
AFFAIRS 

Through  the  Ministry,  and  with  regular  co¬ 
operation  with  the  other  divisions,  the  Office  of 


Intergovernmental  Affairs  provides  intelligence 
and  analysis  to  the  Government  on  Ontario’s 
international  activities,  its  relationships  with 
the  Government  of  Canada,  provincial  govern¬ 
ments  and  the  municipalities.  Its  aim  is  to  en¬ 
sure  a  consistent  and  coherent  intergovern¬ 
mental  policy  framework.  The  division  pursues 
its  objectives  through  three  groups. 

External  Activities 

This  group  recommends  and  monitors  a  policy 
and  operational  framework  for  the  develop¬ 
ment  of  Ontario’s  participation  in  international 
activities.  This  group  also: 

•  ensures  that  Ontario’s  interests  are  taken 
into  account  by  the  Government  of  Canada 
in  furthering  its  international  policies  and 
programs; 

•  assesses  international  treaties  and  agreements 
contemplated  by  the  Government  of  Canada 
which  affect  Ontario. 

Federal-Provincial  and  Interprovincial 
Affairs  Secretariat 

This  secretariat  advises  on  the  effect  of  the 
policies  and  programs  of  both  the  federal  and 
other  provincial  governments  on  Ontario  and 
on  the  balance  of  jurisdictional  responsibilities 
within  the  federation.  The  principle  objective  is 
to  develop  effective  working  relationships  with 
other  governments  by: 

•  recommending  objectives,  and  courses  of  ac¬ 
tion  for  Ontario  in  its  relationships  with  the 

•  Government  of  Canada  and  other  provinces; 

•  assessing  the  principal  non-financial  draft 
program  agreements  between  the  govern¬ 
ments  of  Canada  and  Ontario,  and  those 
involving  other  provincial  governments  with 
Ontario; 

•  participating  in  the  work  of  major  Ontario 
inter-ministerial  committees  concerned  with 
intergovernmental  issues. 

Provincial-Municipal  Affairs  Secretariat 

The  secretariat  assesses  and  advises  on  provin¬ 
cial  relations  with  the  municipalities.  Its  main 
functions  are  to: 

•  manage  the  work  of  the  Provincial-Municipal 
Liaison  Committee  to  ensure  its  effective 
functioning; 

•  identify  and  analyze  the  impact  on  the  pro¬ 
vincial-municipal  relationship  of  the  policies 
and  programs  of  Ontario  ministries  and  agen¬ 
cies,  the  federal  government,  and  develop¬ 
ments  in  other  provincial  governments. 


•  evaluate  the  Government’s  responses  to 
resolutions  and  briefs  of  its  municipalities 
and  their  organizations. 

OFFICE  OF  ECONOMIC  POLICY 

This  division,  which  contains  two  branches, 
provides  advice  to  the  Ministry  and  to  the  Gov¬ 
ernment  of  Ontario  in  the  areas  of  socio-econo¬ 
mic  policy  planning,  economic  analysis,  econo¬ 
mic  intelligence,  policy  and  support  systems 
and  strategic  planning. 

Policy  Planning  Branch 

This  branch  was  formed  to  develop  (in  coopera¬ 
tion  with  other  governmental  planning  units), 
coordinated  policies  —  which  promote  optimal 
economic  performance  and  enhance  social  well¬ 
being  in  Ontario  in  the  medium  and  long-term. 
It  advises  the  Ministry  and  the  Ontario  Govern¬ 
ment  on  the  aggregate  and  interrelated  conse¬ 
quences  of  global,  technological,  economic  and 
social  trends  and  the  probability  and  impact  of 
these  trends  occurring  in  Ontario.  It  also  pro¬ 
vides  the  research  support  for  the  Premier’s 
Joint  Committee  on  Economic  Policy.  The 
basic  functions  of  the  branch  are  to: 

•  develop  comprehensive  policy  planning 
frameworks  in  which  the  formation  of 
Ontario’s  economic  and  social  policies 
and  priorities  can  be  integrated,  assessed 
and  adapted  to  changing  requirements; 

•  provide  a  mechanism  for  encouragement 
of  other  agencies  within  the  Government 
to  recognize  the  long-term  implications  of 
policies  and  provide  advice  for  individuals 
and  organizations  within  the  Government 
that  need  assistance  in  formulating  long¬ 
term  policies. 

Economic  Analysis  Branch 

This  branch  provides  an  assessment  of  the  cur¬ 
rent  economic  and  social  environment  in  On¬ 
tario  and  Canada  in  relation  to  the  outside 
world.  It  interprets  Ontario’s  economic  and  so¬ 
cial  policies  in  the  light  of  these  developments 
and  advises  upon  and  recommends  alternative 
short-term  policy  approaches.  Its  main  func¬ 
tions  are  to: 

•  monitor  economic  and  social  developments 
in  Ontario,  Canada  and  elsewhere; 

•  review  the  short-term  economic  and  social 
consequences  for  Ontario  and  the  resulting 
provincial  policy  implications  of  develop¬ 
ments  at  other  levels  of  government; 

•  where  appropriate,  propose  alternative  ap¬ 
proaches  and/or  make  recommendations 


consistent  with  the  long-term  policies  adopt¬ 
ed  or  considered  by  the  Ontario  Govern¬ 
ment; 

•  respond  to  requests  for  an  analysis  and  as¬ 
sessment  of  specific  issues  and  problems  re¬ 
ferred  to  the  Office  of  Economic  Policy  ori¬ 
ginating  either  within  government  or  with 
external  organizations. 

CENTRAL  STATISTICAL  SERVICES 

Central  Statistical  Services  is  composed  of  four 
integrated  units  which  collect,  store  and  pro¬ 
duce  statistical  information  as  required  by  the 
Ministry  and  the  Government.  The  agency  ad¬ 
vises  on  matters  concerning  the  administration 
of  the  Ontario  Statistics  Act,  designs  samples 
for  statistical  purposes  and  may  conduct  field 
surveys  for  client  ministries. 

At  present  a  major  project  of  the  Statistical 
Secretariat  within  the  agency  is  the  develop¬ 
ment  of  the  1971  Census  data  access  program 
including  coordination  and  liaison  with  Statis¬ 
tics  Canada  as  well  as  the  establishment  of  a 
facility  to  service  requests  for  1971  Census  data 
from  Ontario  Government  ministries. 

The  Applied  Statistical  Research  unit  pro¬ 
vides  the  Ministry  and  government  with  exper¬ 
tise  on  advanced  statistical  methodology  re¬ 
quired  to  ensure  uniformity  in  definitions,  con¬ 
cepts  and  classifications  which  would  enable 
the  integration  and  linkage  of  data. 

The  Socio-Economic  Statistics  section’s  acti¬ 
vity  provides  for  the  collection,  compilation, 
analysis  and  dissemination  of  statistical  infor¬ 
mation  relating  to  financial  institutions,  mer¬ 
chandizing  and  services,  transportation  and 
communications  and  other  general  economic 
and  social  activities  in  the  Province. 

In  the  fourth  unit  manufacturing  and  primary 
industry  statistics  are  collected  annually  by 
means  of  industry  questionnaires  mailed  to  all 
Ontario  manufacturers. 

II  -  FINANCE  PROGRAM 

This  program  comprises  two  divisions. 

FISCAL  POLICY  DIVISION 

This  division,  operating  within  an  internally 
consistent  framework  of  rigorous  short  and 
long-term  budgetary  planning,  proposes,  devel¬ 
ops,  integrates  and  monitors  the  Government’s 
fiscal  and  financial  policies  towards  stated 
social  and  economic  objectives.  Particular  atten¬ 
tion  is  paid  to  federal-provincial  fiscal  relations, 
the  growth  of  the  public  sector  in  Ontario,  tax 
policy,  coordination  of  expenditure  and  financ¬ 
ing  actions,  development  of  provincial  fiscal 
policy  and  coordinated  provincial-municipal  fi¬ 


nance  and  tax  reform.  The  three  branches  in 
the  division  are: 

Intergovernmental  Finance  and  Grants  Policy 
Branch 

The  main  purpose  of  this  branch  is  to  provide 
an  integrated  approach  to  Ontario’s  intergov¬ 
ernmental  fiscal  relations,  with  particular  atten¬ 
tion  to  federal-provincial  fiscal  policies  and  tax 
and  cost-sharing  arrangements,  provincial-muni¬ 
cipal  transfers  and  grants  policies,  and  the  bud¬ 
getary  implications  of  intergovernmental  trans¬ 
fers  and  financial  commitments.  The  branch  is 
committed  to: 

•  undertaking  an  immediate  comprehensive  re¬ 
view  of  existing  ministry  grants  and  recom¬ 
mending  options  for  rationalization  and  im¬ 
provement  of  the  grant  system  and  establish¬ 
ing  a  central  mechanism  for  coordinating 
and  centralizing  these  transfers; 

•  developing  and  recommending  means  of  us¬ 
ing  transfers  to  reinforce  such  long-term  ob¬ 
jectives  as  increased  municipal  budgetary 
autonomy,  flexibility  and  accountability. 

Taxation  and  Fiscal  Policy  Branch 

The  responsibility  of  providing  a  central  and 
integrated  budget  system,  as  well  as  coordinat¬ 
ing  the  Government’s  budget,  rests  with  this 
branch.  Its  main  functions  include: 

•  making  recommendations  on  the  use  of  pro¬ 
vincial  expenditure  and  financial  instru¬ 
ments; 

•  developing  overall  tax  policy  options  and 
monitoring  the  performance  of  the  Ontario 
tax  system; 

•  advising  on  Ontario’s  role  in  national  tax 
reform; 

•  developing  and  coordinating  provincial  in¬ 
come  redistribution  policies  which  involve 
expenditure  and  tax  actions. 

Municipal  Finance  Branch 

This  branch  was  formed  to  ensure  that  the 
fiscal  operations  of  the  municipal  sector  run 
parallel  to  those  of  the  provincial  sector  and 
that,  wherever  possible,  local  governments’  in¬ 
dependent  financial  capacities  are  strengthened. 
Its  range  of  activities  necessitate: 

•  developing,  monitoring  and  modifying  finan¬ 
cial  provisions  for  the  operation  of  existing 
and  restructured  local  governments; 

•  examining  the  financial  and  functional  impli¬ 
cations  for  the  Province  and  local  govern¬ 
ments  of  federal  action  at  the  local  level; 


•  developing  a  comprehensive  municipal  finan¬ 
cial  information  system. 

TREASURY  DIVISION 

This  division  provides  support  to  the  Minister  in 
his  role  as  Treasurer  and  recommends  policy 
relating  to  finance,  debt  management  and  the 
utilization  of  cash  resources  available  to  the 
Province.  In  addition  to  policy  analysis,  the 
setting  of  policy  frameworks  for  sound  finan¬ 
cial  management,  and  the  reporting  of  budget¬ 
ary  and  stewardship  responsibilities,  the  Min¬ 
istry  presents  a  fiduciary  service  to  government 
agencies,  to  the  Legislature,  the  financial  com¬ 
munity  and  the  public  at  large.  Four  branches 
make  up  the  division.  They  are: 

Financial  Information  and  Accounting  Policy 
Branch 

The  presentation  of  the  financial  operations 
and  position  of  the  Province  is  central  to  the 
activities  of  this  branch.  The  branch  has  estab¬ 
lished  a  government-wide  cohesive  method  for 
recording  and  reporting  internally,  in  common 
terms,  all  transactions  that  ensure  the  validity 
and  accuracy  of  financial  information,  provide 
benefits  to  other  ministries  and  protect  the 
assets  of  the  Province. 

The  preparation  of  the  Public  Accounts  of 
Ontario  and  other  consolidated  financial  reports 
is  undertaken  by  the  branch  in  addition  to  the 
maintenance  and  control  of  the  consolidated 
accounts  of  the  Province.  The  development  of 
accounting  controls  and  design  standards  for 
accounting  and  financial  information  systems 
and  coding  classifications  is  one  of  the  branch’s 
main  activities. 

Finance  Management  Branch 

The  development  and  implementation  of  policy 
relating  to  finance,  debt  management  and  the 
utilization  of  cash  resources  available  to  the 
Province  is  the  major  function  of  this  branch. 
Most  activities  of  the  Finance  Management 
Branch  are  directed  towards  the  management  of 
an  investment  program  which  involves  money 
market  loans,  temporary  investments  and  the 
liquid  reserve  portfolio.  Maintaining  Ontario’s 
credit  standing,  debt  creation  and  service,  inter¬ 
nal  as  well  as  external  sources  of  finance  and 
the  use  of  domestic  and  international  capital 
markets  are  vital  functions  of  the  branch. 

Audit  Standards  Branch 

By  guiding  the  ministries  in  the  appreciation  of 
systems  of  financial  management  control  and 
company  comptrollership  functions,  this 
branch  seeks  to  bring  about  more  effective  use 
of  resources. 


Government  Reorganization  and  Treasury, 
Economics  and  Intergovernmental  A  ffairs 


The  branch  assists  the  ministries  in  develop¬ 
ing  and  implementing  corrective  action  as  indi¬ 
cated  by  the  post-audit  reports  of  the  Provincial 
Auditor  and  ensures  that  outstanding  commit¬ 
ments,  as  conditions  to  post-audit,  are  resolved 
with  internal  control  criteria. 

Securities  Branch 

The  operational  support  required  by  the  Prov¬ 
ince  to  participate  effectively  and  economically 
in  the  domestic  and  foreign  capital  markets  is 
provided  by  the  Securities  Branch.  In  addition, 
the  branch  provides  a  fiduciary  service  to  any 
ministry  or  agency  requiring  such  a  service  and 
arranges  for  the  complete  maintenance  for  the 
Province’s  bond  issues. 

Ill  -  URBAN  AND  REGIONAL  AFFAIRS 
PROGRAM 

This  program  is  based  on  two  divisions. 

URBAN  AND  REGIONAL  PLANNING 
DIVISION 

The  planning  and  presentation  of  policy  op¬ 
tions  for  the  orderly  and  cohesive  development 
of  the  regions  of  the  Province  forms  the  basic 
task  of  this  division.  Planning  and  organiza¬ 
tional  guidelines  are  instituted  to  promote  more 
effective,  responsive  and  responsible  local  gov¬ 
ernment.  Three  branches  have  been  created  to 
fulfil  this  objective. 

Local  Government  Organization  Branch 

The  development  of  overall  provincial  policies 
relating  to  the  functions  and  structure  of  local 
government  is  the  prime  concern  of  this  branch. 
Refining  and  adopting  these  policies  to  satisfy 
local  needs  and  aspirations  is  also  undertaken. 

Additional  responsibilities  of  the  branch  in¬ 
clude  constant  reviewing  of  all  legislation  af¬ 
fecting  the  municipalities  and  the  development 
of  policy  for  such  matters  as  the  role  and  organ¬ 
ization  of  municipal  councils,  electoral  pro¬ 
cesses,  the  role  and  suitability  of  boards  and 
commissions  and  resident  involvement  in  the 
political  process. 

Regional  Planning  Branch 

The  main  objective  of  this  branch  is  to  design 
and  coordinate  the  implementation  of  regional 
plans  to  achieve  optimal  economic  and  social 
potential  for  each  region  of  the  Province.  The 
branch  provides  a  framework  within  which  de¬ 
velopment  proposals  can  be  interrelated  and 
comprehensive  plans  for  each  region  can  be 
developed.  Implementation  of  the  regional 
plans  is  monitored  and  modified  to  reflect 
changes  in  economic  and  social  conditions. 


Local  Planning  Policy  Branch 

The  overall  aim  of  this  branch  is  to  develop 
planning  policies  to  provide  an  optimal  planned 
physical  environment  for  local  government  or 
systems  of  local  services  and  to  secure  the  co¬ 
operation  of  provincial  program  delivery  agen¬ 
cies  to  this  end. 

This  branch  is  called  upon  to  conduct  special 
planning  projects  and  studies,  to  develop  gen¬ 
eral  planning  standards  and  to  develop  plans  for 
such  activities  as  urban  renewal  and  subdivi¬ 
sions. 

LOCAL  GOVERNMENT  SERVICES 
DIVISION 

This  division  was  formed  to  encourage  and 
assist  local  government  in  effectively  and  effi¬ 
ciently  achieving  a  community  environment 
whereby  local  needs  and  aspirations,  consistent 
with  provincial  goals  and  objectives  may  be 
satisfied.  The  division  is  based  on  three 
branches. 

Advisory  Services  Branch 

The  provision  of  advice  and  assistance  to  mem¬ 
bers  and  staffs  of  municipalities,  local  boards, 
commissions  and  to  the  general  public  on  all 
matters  of  concern  to  local  government  is  the 
basic  task  of  the  Advisory  Services  Branch. 

The  branch  recommends  the  use  by  local  gov¬ 
ernment  of  effective  organizational  and  manage¬ 
ment  practices  and  techniques  and  assists  local 
government  in  taking  advantage  of  the  many 
provincial  and  federal  programs  available. 

Plans  Administration  Branch 

The  main  function  of  this  branch  is  to  advise 
and  inform  municipalities,  private  developers, 
industry,  the  public  and  other  ministries  on 
such  matters  as  official  plans,  subdivisions,  zon¬ 
ing,  etc.  The  branch  has  the  overall  responsi¬ 
bility  of  ensuring  that  local  government  pro¬ 
grams  and  community  development  projects  are 
consistent  with  provincial  policy. 

Subsidies  Branch 

The  administration  and  payment  of  all  grants, 
subsidies  and  loans  to  the  municipalities  is  un¬ 
dertaken  by  the  Subsidies  Branch.  In  addition, 
the  branch  is  responsible  for  the  administration 
of  employment  incentives  and  taxation  on  pro¬ 
vincial  property. 

NORTH  PICKERING  COMMUNITY  PROJECT 

Responsibility  for  planning  the  development  of 
the  new  community  of  North  Pickering  has 
been  delegated  to  an  interdisciplinary  team 


attached  to  the  Urban  and  Regional  Affairs 
Program. 

The  key  members  of  the  team  are  the  coor¬ 
dinators  drawn  from  both  the  public  and  pri¬ 
vate  sectors  and  representing  such  disciplines  as 
sociology,  land-use  planning,  environmental 
planning,  architecture,  transportation  and  ser¬ 
vices  engineering,  economics  and  administra¬ 
tion.  The  primary  responsibilities  of  the  team 
include: 

•  property  acquisition; 

•  the  preparation  and  implementation  of  a 
Plan  for  Development  for  the  North  Picker¬ 
ing  Community; 

•  providing  the  coordination  between  all  par¬ 
ticipants  in  the  planning  process.  These  in¬ 
clude  provincial  ministries,  municipal  gov¬ 
ernments,  the  federal  government,  public 
and  private  agencies,  consultants  and  the 
public  at  large. 

IV  -  ADMISTRATION  PROGRAM 

This  program  consists  of  one  division.  In  addi¬ 
tion,  six  agencies,  providing  a  variety  of  services 
to  the  Ministry,  report  directly  to  the  General 
Manager  of  the  Program. 

ADMINISTRATION  SERVICES  DIVISION 

The  range  of  support  services  provided  by  this 
division  include  the  acquisition  of  goods  and 
services,  accounting  and  personnel  administra¬ 
tion.  Three  branches  have  been  created. 

Offices  Services  Branch 

The  aim  of  this  branch  is  to  provide  the  Minis¬ 
try  with  goods  and  services  of  a  quality  consis¬ 
tent  with  the  needs  of  the  operating  programs. 
The  branch  is  committed  to  implementing  an 
effective  system  of  inventory  control,  reducing 
the  cost  of  in-house  printing  and  reducing  the 
duplication  of  departmental  records. 

Accounts  Branch 

The  responsibility  for  ensuring  that  operating 
personnel  receive  all  necessary  accounting  sup¬ 
port  belongs  to  the  Accounts  Branch.  Its  vari¬ 
ous  activities  are  concerned  with  the  processing 
for  payment  of  all  accounts,  subsidies,  grants, 
travelling  expenses,  etc.,  and  the  maintenance 
of  financial  records  of  the  Ministry’s  revenues 
and  expenditures. 

Personnel  Administration  Branch 

This  branch  is  responsible  for  a  full  range  of 
personnel  services,  including  recruitment,  staff 
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development,  staff  relations,  position  adminis¬ 
tration  and  employee  counselling. 

In  addition  to  administrative  services,  a  num¬ 
ber  of  other  supportive  units  report  to  the 
General  Manager.  These  include;  Program  Anal¬ 
ysis,  Organization  Development,  Systems  and 
Programming,  Legal  Services,  Library  Services 
and  Information  Services. 

Program  Analysis 

The  prime  responsibility  of  Program  Analysis  is 
to  assist  management  in  the  planning  required  to 
achieve  ministry  objectives,  in  the  efficient  and 
effective  allocation  and  utilization  of  resources 
and  in  the  evaluation  of  program  performance. 
This  unit  also  coordinates  the  planning,  pro¬ 
gramming  and  budgeting  process  throughout 
the  Ministry,  the  Multi-Year  Plan  and  the  An¬ 
nual  Estimates. 

Organization  Development 

This  unit  was  formed  to  create  and  maintain  a 


coordinated  organization  and  development  pro¬ 
gram  to  assist  management  in  the  continuing 
development  of  the  Ministry  to  meet  changing 
requirements. 

Systems  and  Programming 

Computerized  government  cheque-writing  sys¬ 
tems  have  been  developed  by  this  branch, 
which  also  handles  automated  storage  and  re¬ 
trieval  of  government  financial  information. 
The  branch  also  undertakes  computerized  pro¬ 
cessing  and  retrieval  of  industrial  statistics,  anal¬ 
ysis  of  income  tax  schemes  through  computer 
simulation  and  the  development  of  methods 
and  procedures  for  administrative  systems. 

Legal  Services 

In  addition  to  providing  legal  service  on  all 
aspects  of  law  pertinent  to  the  Ministry,  this 
unit  prepares  legislation,  regulations,  orders-in- 


council,  minister’s  orders,  contracts  and  other 
agreements  and  represents  the  Ministry  before 
various  boards  and  tribunals. 

Library  Services 

This  unit  maintains  a  reference  centre  for  minis¬ 
try  staff,  other  government  departments  and 
municipal  officials.  Its  collection  contains  ap¬ 
proximately  50,000  books  and  reports,  500 
periodical  titles,  clippings,  special  files  and  in¬ 
dexes  on  finance,  economics,  town  planning, 
federal  and  provincial  relations,  regional  plan¬ 
ning  and  development  and  municipal  govern¬ 
ment. 

Information  Services 

Communications  policy  advice,  editorial-writ¬ 
ing,  media  relations,  graphic  arts  and  distribu¬ 
tion  services  are  provided  by  Information  Ser¬ 
vices.  This  unit  also  handles  public  inquiries 
about  the  Ministry’s  activities. 


Minister 

The  Honourable  John  White 


Deputy  Minister 

H.  Ian  Macdonald 


Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs 

Parliamentarv  Assistants  Donald  lrvine,  MPP 
parliamentary  Assistants  Arthur  Meen,  MPP 


Ministry  Central  Office  -  S.  I.  Ker 


Policy  Liaison  -  A.  G.  Careless 
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Economic  Policy  & 

Intergovernmental 

Affairs 

D.  W.  Stevenson 


Finance 

T.  M.  Russell 


Central 

Statistical 

Services 

O.  M.  Schnick 


Office  of 
Intergovern¬ 
mental 
Affairs 

E.D.  Greathed 


Office  of 

Economic 

Policy 

To  be  filled 


Urban  &  Regional 
Affairs 

C.  P.  Honey 


Administration 
G.  G.  Bell 


'Debentures 

Corporation 


‘Policy  & 
Research 

To  be  filled 

North 

Pickering 

Project 

J.  L.  Forster 


riscal 
3olicy 
Division 
D.  M.  Allan 


Treasury 

Division 

G.  McIntyre 


Local 


Admini- 


Urban  & 

Regional  Government  stration 

Planning  Services  Services 


External 

Activities 

To  be  filled 


Federal- 
Provincial 
Affairs 
G.  S.  Posen 


3rovincial- 

Municipal 

Affairs 

To  be  filled 

March  1,  1973 


Policy  Taxation 

Planning  &  Fiscal 
D.E.  Redgrave  Policy 

To  be  filled 

Economic 

Analysis  Municipal 
H.  B.  Banning  Finance 

A.  W.  Reeve 


nter- 

governmental 
Finance 
&  Grants 
Policy 

H.  Ploeger 


Financial 

Information 

& 

Accounting 

Policy 

A.  W.  Nethery 


‘Final  structure  to  be 
determined  after  further  study. 


Finance 

Management 

D.  S.  McColl 


Securities 
L.  D.  Gagen 

I 

Audit 
Standards 
D.  J.  Morgan 


Division 
E.  M.  Fleming 


Regional 

Planning 

S.  J.  Clasky 


.ocal 

Government 

Organization 

R.  M.  Farrow 


Division  Division 

D.  F.  Taylor  W.  G.  Ritchie 
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About  the  Review 

The  feature  article  for  the  May/June  edition 
of  the  Ontario  Economic  Review  examines  the 
impact  of  the  1965  Canada-U.S.  Automotive 
Agreement  on  the  growth  of  the  Canadian 
automotive  industry.  The  Agreement  has  re¬ 
cently  been  brought  to  the  fore  in  relation  to 
developments  in  the  energy  field. 

The  export  performance  of  the  Canadian 
automotive  industry  has  been  outstanding, 
with  the  export  share  of  industry  production 
rising  from  8  per  cent  in  1964  to  74  per  cent 
in  1971.  The  effect  on  the  automotive  trade 
balance  with  the  United  States  was  to  turn 
around  a  deficit  of  $602  million  in  1964  to 
a  $202  million  surplus  in  1970. 

The  article,  which  provides  a  historical 
perspective  for  the  intergovernmental  Agree¬ 
ment,  was  prepared  by  N.  Kristoffy  in  the 
Economic  Analysis  Branch  of  the  Ministry  of 
Treasury,  Economics  and  Intergovernmental 
Affairs.  Considerable  assistance  in  the  drafting 
of  the  report  was  provided  by  Louise  Steele  of 
the  Ministry  of  Industry  and  Tourism. 

The  article  on  family  allowances,  prepared 
by  Wendy  A.  Powell  in  the  Taxation  and  Fiscal 
Policy  Branch,  reviews  some  recent  proposals 
by  the  federal  government  for  a  new  program 
of  benefits  to  replace  the  existing  family  and 
youth  allowances. 

Family  allowances  are  examined  as  an  in¬ 
come  security  device,  and  the  new  proposals 
are  viewed  in  the  light  of  previous  reform 
proposals  and  the  federal-provincial  setting. 


Indicator  Charts,  Pages  9-1 1 
Fluctuations  in  aggregate  economic  activity 
—  commonly  used  to  define  business  cycles  — 
do  not  necessarily  correspond  with  fluctuations 
in  the  individual  activities  which  make  up  the 
aggregate.  Instead  different  indicators  of 
economic  activity  may  vary  with  respect  to 
both  their  rates  of  growth  and  the  timing  of 
their  peaks  and  troughs:  some  may  grow  more 
rapidly  than  others,  some  change  direction 
sooner. 

Those  activities  which  tend  to  assume  a 
direction  in  advance  of  the  aggregate  —  because 
they  relate  to  future  rather  than  present  pro¬ 
duction  —  are  referred  to  as  leading  indicators, 
and  are  widely  used  to  anticipate  the  short-i^fc 
future  course  of  the  overall  economy.  The  ■2 
charts  on  pages  9,  10  and  1 1  in  the  Ontario  ^ 
Economic  Review  present  a  number  of  these 
leading  indicators,  as  well  as  several  which  are 
coincidental  to  or  lag  behind  the  aggregate,  to 
provide  for  the  reader  an  opportunity  to  make 
such  an  evaluation. 

While  comparisons  of  the  timing  and 
direction  of  general  changes  in  the  various 
indicators  can  readily  be  made,  great  care  must 
be  exercised  in  making  such  a  comparison  of 
the  amplitude  of  fluctuations.  Of  the  three 
vertical  scales  used  —  ‘A’  (arithmetic)  and 
‘LI’  and  ‘L2’  (logarithmic  scales  with  one  and 
two  cycles  respectively  over  a  given  vertical 
distance)  —  only  the  logarithmic  scales  can  be 
used  to  compare  relative  changes  in  different 
indicators.  And  this  applies  only  when  all  series 
being  compared  are  on  the  same  logarithmic 
scale.  In  such  a  situation  all  parallel  lines 
represent  equal  rates  of  growth,  the  exact  rate 
of  growth  being  determined  by  the  slope  of  the 
line. 


New  Directions  in  Family  Allowances:  A  Review 

Wendy  A.  Powell,  Economist 
Taxation  and  Fiscal  Policy  Branch 


I  -  INTRODUCTION 

The  federal  government  has  proposed  major 
changes  in  the  Canadian  family  allowance  sys¬ 
tem.  In  a  working  paper  tabled  in  the  House  of 
CJfcnons  on  April  18,  proposals  were  ad- 
vi^red  to  replace  the  existing  family  and  youth 
allowances  with  a  new  and  substantially  en¬ 
riched  program  which  would  be  an  essential 
element  of  income  supplementation  in 
Canada.1 

The  federal  proposal  contains  three  main 
features.  Firstly,  family  allowance  payments 
would  be  almost  tripled  from  the  current 
average  payment  level  of  $7.21  to  an  average  of 
$20.00  per  month.  The  average  would  be  re¬ 
viewed  from  time  to  time  in  light  of  changes  in 
the  Consumer  Price  Index.  Secondly,  allow¬ 
ances  would  be  made  taxable  by  including  pay¬ 
ments  in  the  taxable  income  of  the  parent 
claiming  the  child  as  a  dependent.  Lastly,  prov¬ 
inces  would  be  given  the  opportunity  to  vary 
payment  levels  according  to  the  age  of  the 
children  and/or  the  number  of  children  in  the 
family  provided  that  the  average  payment  in 
the  province  remains  at  $20  per  month  per 
child,  and  that  payments  do  not  fall  below  a 
certain  minimum  level. 

Two  interesting  concepts  are  introduced  in 
the  federal  proposal.  Firstly,  while  the  allow- 

«s  would  be  universal,  the  taxation  of  allow- 
s  would  introduce  a  degree  of  selectivity  in 
distribution  of  net  benefits.  Parents  with  no 
taxable  income  would  retain  the  full  amount  of 
monthly  payments  while  upper-income  parents 
would  return  a  significant  portion  of  benefits 
through  income  taxation.  Secondly,  provision 
for  provincial  flexibility  would  allow  provinces, 
for  the  first  time,  to  determine  the  precise  level 
of  benefits  to  be  paid  under  a  federally- 
administered  income  security  program.  In 
theory,  this  provides  a  framework  for  provinces 
to  alter  federal  allowances  in  accordance  with 
their  own  social  priorities. 

The  purpose  of  this  article  is  to  explore  the 
background  to  the  newly  proposed  family 
allowance  plan  with  particular  emphasis  on 
three  areas  —  the  role  of  family  allowances  as 
an  income  security  device,  previous  reform  pro¬ 
posals,  and  the  federal-provincial  context. 


II  -  ROLE  OF  FAMILY  ALLOWANCES 


Family  allowances  are  one  method  of  providing 
regular  income  supplements  to  families.  The 
first  family  allowance  programs  were  intro- 
^^ed  in  Europe  in  the  late  19th  century,  by 
employers,  on  a  voluntary  basis  to  assist  em¬ 
ployees  in  meeting  the  additional  costs  of 


raising  children.  The  period  1915  to  1930 
witnessed  a  rapid  increase  in  the  number  of 
family  allowance  programs  and  the  consolida¬ 
tion  of  programs  in  major  industries.  Beginning 
in  1930,  voluntary  programs  were  gradually  re¬ 
placed  with  compulsory  plans.  At  present,  over 
60  countries  including  all  27  European  states, 
have  family  allowance  programs  operating  on 
either  a  universal  or  employment-related  basis.2 

Family  allowance  plans  vary  in  terms  of  the 
number  of  children  covered,  allowance  rates, 
and  financing  methods.  More  than  80  per  cent 
of  the  plans  pay  allowances  to  all  children  in 
the  family;  others  commence  payments  with 
the  second,  third  or  even  fourth  child.  Less 
than  10  per  cent  of  the  plans  pay  benefits  on 
the  basis  of  a  means  test.  A  significant  number 
of  plans  use  a  progressive  scale  of  benefits  pro¬ 
viding  increasing  payments  for  each  additional 
child  in  the  family.  The  remainder  of  programs 
provide  equal  benefits  for  each  child  with  a  few 
programs  varying  payments  according  to  age. 
Universal  programs  are  for  the  most  part 
financed  from  general  tax  revenues  while  em¬ 
ployment-related  programs  are  generally 
financed  through  a  payroll  tax  paid  by 
employers. 

While  family  allowance  programs  vary  from 
country  to  country,  they  generally  share  the 
common  purpose  of  promoting  the  well-being 
of  children  by  attempting  to  reduce  the  gap 
between  family  incomes  and  needs.  The  under¬ 
lying  argument  in  support  of  family  allowances 
is  that  no  positive  relationship  exists  between 
income  and  family  need  or  size,  with  the  result 
that  the  needs  of  children  may  not  be  met  in 
large  and  lower-income  families. 

Opposition  to  Family  Allowances 

Four  main  arguments  have  been  cited  against 
family  allowance  programs:  “(l)Such  allow¬ 
ances  may  tend  to  increase  the  birth  rate,  espe¬ 
cially  among  poorer  families;  (2)  the  allowances 
may  not  be  spent  on  children;  (3)  the  allow¬ 
ances  may  tend  to  depress  wages;  and  (4)  a 
large  portion  of  total  family  allowance  pay¬ 
ments  would  be  to  families  who  by  no  stretch 
of  the  imagination  are  poor”.3 

It  is  beyond  the  scope  of  this  article  to 
examine  in  detail  the  nature  of  these  argu¬ 
ments.  However,  according  to  existing  literature 
on  the  subject,  there  appears  to  be  no  statistical 
evidence  to  support  the  first  argument.4  With 
respect  to  the  second  argument,  it  is  difficult  to 
determine  precisely  how  each  family  allowance 
dollar  is  spent.  However,  a  number  of  surveys 
undertaken  in  Canada  shortly  after  the  program 
commenced  did  indicate  that,  on  the  whole, 
family  allowances  were  being  spent  to  improve 


child  welfare.5  The  third  criticism  may  or  may 
not  be  valid  depending  on  the  method  of  financ¬ 
ing.  In  the  Canadian  program,  which  is  financed 
out  of  general  tax  revenues,  there  is  no  evidence 
that  allowances  have  had  a  depressing  effect  on 
wages.  On  the  other  hand,  a  program  financed 
through  an  employer-payroll  tax  could  con¬ 
ceivably  inhibit  wage  increases.  The  validity  of 
the  fourth  criticism  is  related  to  the  objective 
of  the  program.  If  family  allowances  are  in¬ 
tended  to  function  strictly  as  an  anti-poverty 
measure,  then  an  income-related  program  is 
clearly  more  efficient  than  a  demogrant.  If 
however,  the  objective  is  to  redistribute  income 
towards  children,  then  a  demogrant  program 
financed  through  the  progressive  taxation  of 
personal  incomes  will,  to  some  extent,  redis¬ 
tribute  income  in  favour  of  lower-income 
families  with  children.6  Although  the  demo¬ 
grant  is  less  effective  in  redistributing  income,  it 
tends  to  be  the  more  popular  system  for  rea¬ 
sons  related  to  ease  of  administration  and  the 
minimization  of  social  stigma. 

In  any  event,  the  federal  government,  in  con¬ 
junction  with  the  provinces,  has  chosen  family 
allowances  as  the  first  step  in  the  development 
of  a  new  income  supplement  policy  for  Canada. 
The  specific  form  of  the  proposal  is  very  much 
related  to  the  past  debate  over  alternative  plans, 
particularly  the  Family  Income  Security  Plan. 


Ill  -  CANADIAN 

FAMILY  ALLOWANCE  POLICY 

Universal  family  allowances  were  introduced  in 
Canada  in  1945  to  meet  a  number  of  social  and 
economic  objectives.  Firstly,  they  were  in¬ 
tended  to  promote  the  well-being  of  children. 
Secondly,  family  allowances  would  compensate 
families  for  the  inability  of  the  wage  structure 
to  take  family  size  into  account.  Family  allow¬ 
ances  would  therefore  have  a  direct  impact  on 
poverty  by  reducing  the  disparity  between 
family  income  and  family  needs.  Thirdly,  it  was 
claimed  that  the  program  would  bolster  income 
and  employment  during  the  post-war  years  by 
raising  total  consumption  expenditures.7 
Lastly,  it  was  held  that  a  family  allowance  pro¬ 
gram  financed  through  the  progressive  taxation 
of  personal  incomes  would,  to  some  extent,  re¬ 
distribute  income  from  upper-income  families 
to  lower-income  families  and  from  richer  prov¬ 
inces  to  poorer  provinces.8  Youth  allowances 
were  introduced  in  1964  to  encourage  children 
to  remain  in  school  up  to  age  18. 

In  recent  years,  the  existing  family  and 
youth  allowance  programs  have  been  widely 
criticized.  Since  payment  levels  have  remained 
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virtually  unchanged  since  the  inception  of  the 
program  ($6  a  month  per  child  under  age  10, 
$8  per  month  per  child  aged  10  to  15  and  $10  a 
month  per  child  aged  16  to  17),  while  the  cost 
of  living  has  more  than  doubled,  family  allow¬ 
ances  now  have  a  limited  impact  in  meeting  the 
additional  requirements  of  families  with 
children. 

Family  Income  Security  Plan 

The  federal  white  paper  on  income  security 
published  in  November  1970,  proposed  to  re¬ 
place  universal  family  allowances  with  a  selec¬ 
tive  income-tested  Family  Income  Security  Plan 
(FISP).9  The  FISP  was  designed  to  concentrate 
family  allowance  payments  among  lower- 
income  families  and  to  eliminate  payments  to 
all  families  earning  over  $10,000  annually. 

The  FISP  proposal  went  through  a  number 
of  modifications  before  legislation  was  intro¬ 
duced  in  September  1971.  The  final  plan  pro¬ 
vided  for  maximum  monthly  payments  of  $15 
for  children  under  age  12  and  $20  for  children 
12  to  17  years  of  age.  Payments  would  be  re¬ 
duced  by  33  cents  per  month  per  child  for  each 
$100  of  family  income  above  designated  floors. 
For  example,  a  family  with  two  children  and 
$7,000  income  would  receive  $202  annually,  if 
income  rose  to  $9,000,  benefits  would  decline 
to  $44  annually.10 

The  FISP  had  good  arguments  in  its  favour. 
It  would  have  redirected  available  funds  to 
families  with  children  who  were  most  in  need. 
Given  limited  resources  and  a  strict  anti-poverty 
objective,  this  selective  system  of  payments 
would  have  resulted  in  a  more  efficient  use  of 
available  funds. 

However,  a  number  of  strong  arguments 
were  raised  in  criticism  of  the  FISP  plan.  For 
example,  the  Ontario  Government  expressed 
concern  over  the  lack  of  integration  of  the  FISP 
with  the  personal  income  tax  system.  Ontario 
illustrated  that  the  combined  marginal  rate 
effects  of  the  personal  income  tax  rate  schedule 
and  the  FISP  recovery  rates  on  families  of  dif¬ 
ferent  sizes  and  various  income  levels  produced 
anomalies  and  inconsistencies,  and  in  many 
cases,  severe  disincentives  to  increase 
earnings.1 1 

Another  criticism  was  that  the  FISP  would 
be  detrimental  to  the  middle-income  group  by 
reducing  or  eliminating  their  present  benefits.12 
It  also  was  argued  that  the  selective  nature  of 
the  plan  would  distinguish  low-income  families 
from  upper-income  families,  and  thereby  attach 
a  stigma  to  receipt  of  benefits.13  Moreover,  ad¬ 
ministration  of  the  scheme  would  be  complex 
and  expensive  relative  to  the  existing  program. 


In  addition,  it  was  pointed  out  that  in  many 
cases,  family  allowances  paid  to  lower-income 
families  would  be  less  than  the  value  to  upper- 
income  families  of  tax  exemptions  for  depen¬ 
dent  children.  It  was  argued  that  the  anti¬ 
poverty  objective  required  more  far-reaching 
measures  than  family  allowances.14 

Recommendations  were  made  to  the  federal 
government  by  members  of  Parliament,  by  the 
Canada  Council  on  Social  Development,  and  by 
the  Royal  Commission  on  the  Status  of 
Women,  that  universal  family  allowances  be 
maintained  and  the  recovery  of  benefits  to 
upper-income  families  be  made  through  the  per¬ 
sonal  income  tax  system,  either  through  the 
normal  marginal  rate  structure  or  through  a 
special  taxation  scale  permitting  up  to  100  per 
cent  recovery.15  The  Canada  Council  on  Social 
Development  further  recommended  that  chil¬ 
dren’s  exemptions  be  eliminated.  The  FISP  Bill 
did  not  pass  third  reading  in  July  1972,  and  was 
not  subsequently  reintroduced. 

The  Castonguay  —  Nepveu  Report 

Shortly  after  publication  of  the  federal  white 
paper  on  income  security,  The  Castonguay- 
Nepveu  Report  was  published  in  Quebec.16  This 
report  contained  far-reaching  proposals  for  a 
comprehensive  and  integrated  income  security 
plan.  Like  the  federal  white  paper,  the  report 
laid  strong  emphasis  on  developing  a  new 
family  allowance  system. 

The  Castonguay -Nepveu  Report  recom¬ 
mended  that  family  allowances  cover  a  signifi¬ 
cant  portion  of  the  costs  of  child-rearing  and 
that  the  remaining  portion  be  covered  by 
general  social  allowances.  Family  allowances 
would  be  paid  on  a  universal  basis  and  re¬ 
covered  from  upper-income  families  by  means 
of  a  separate  and  distinct  taxation  scale,  incor¬ 
porated  in  the  income  tax  form,  taking  into 
account  both  family  size  and  income  level  and 
permitting  up  to  100  per  cent  recovery  of 
benefits. 

While  The  Castonguay-Nepveu  Report  recom¬ 
mended  selectivity  within  a  universal  program, 
Bill  286  tabled  in  the  National  Assembly  in 
December  1971,  proposed  a  selective  family 
allowance  program  similar  to  the  federal  FISP 
proposal.  The  two  plans  differed  mainly  in  that 
the  Quebec  plan  would  provide  significantly 
greater  benefits  to  large  families.  Thus,  both 
Quebec  and  the  federal  government  had  made 
substantive  proposals  for  reform  of  the  family 
allowance  system.  This  raised  a  number  of  im¬ 
portant  questions  concerning  federal-provincial 
jurisdiction  and  administration  of  family 
allowances. 


IV  -  FEDERAL-PROVINCIAL  RELATIONS 


The  background  of  federal-provincial  affairs  in 
the  area  of  family  allowance  policy  is  closely 
connected  to  the  recent  history  of  constitu¬ 
tional  discussions  between  the  federal 
ment  and  the  provinces.  Over  the  past  dec^re, 
one  of  Quebec’s  social  policy  priorities  has  been 
in  the  area  of  family  allowances.  Quebec  estab¬ 
lished  its  own  Youth  Allowance  Program  three 
years  before  a  similar  program  was  adopted  for 
Canada.  In  1967,  it  implemented  a  provincial 
family  allowance  system,  supplementary  to  the 
federal  program,  which  combined  universal 
family  allowance  payments  with  the  elimina¬ 
tion  of  children’s  exemptions  under  the  Quebec 
provincial  income  tax. 

A  major  issue  at  the  June  1971  Constitu¬ 
tional  Conference  of  First  Ministers  in  Victoria 
was  jurisdiction  in  the  Field  of  social  policy. 
Quebec  unsuccessfully  sought  changes  in  the 
British  North  America  Act  which  would  have 
given  the  provinces  primary  responsibility  for 
social  policy.  Among  other  things,  this  would 
have  provided  a  basis  for  independent  provin¬ 
cial  family  allowance  policy. 

After  the  Victoria  Conference,  with  the  con¬ 
stitutional  question  put  aside,  at  least  tempo¬ 
rarily,  Quebec  sought  to  reach  administrative 
and  legislative  agreement  with  the  federal  gov 
ernment  on  the  specific  issue  of  family  all 
ances.  In  September  1971,  Prime  Minis1 
Bourassa  requested  that  the  federal  governn^ 
include  provisions  in  its  FISP  Bill  to  the  effect 
that  federal  family  allowances  could  be  struc¬ 
tured  according  to  provincial  family  allowance 
legislation.1 7  Subsequently,  the  federal  govern¬ 
ment  appeared  to  accept  the  principle  involved 
in  this  suggestion.  In  March  1972,  Prime  Min¬ 
ister  Trudeau  proposed  a  formula  for  provincial 
participation  in  the  design  and  Financing  of  the 
FISP.  The  formula  provided  that  a  province 
could  vary  federal  payments  subject  to  mini¬ 
mum  standards  in  return  for  Financing  at  least 
15  per  cent  of  the  cost  of  the  Plan  within  the 
province.18  When  the  FISP  Bill  failed  to  pass  in 
July  1972,  this  offer  became  somewhat  aca¬ 
demic,  but  nevertheless,  it  set  the  stage  for 
things  to  come. 

In  November  1972,  the  provincial  Ministers 
of  Welfare  met  in  Victoria  to  discuss  common 
problems  in  the  field  of  income  security  and 
social  services.  At  the  conference,  Quebec  in¬ 
dicated  that  it  had  changed  its  family  allowance 
proposal  and  was  now  advocating  a  system  of 
universal,  taxable  allowances  which  would 
involve  the  integration  of  federal  and  provin^^ 
family  and  youth  allowance  programs.19  in 
addition,  Quebec  indicated  that  it  continued  to 
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regard  family  allowance  policy  as  the  first 
priority  in  income  security  reform,  a  view 
which  was  received  sympathetically  by  other 
provincial  ministers.  The  conference  com- 
numique  stressed  the  need  for  a  federal- 
p^Pncial  review  of  the  income  security  system 
and  cited  family  allowances  as  one  area  of 
immediate  priority.  In  addition,  it  was  recom¬ 
mended  that  provinces  should  have  the  adminis¬ 
trative  responsibility  in  this  field.20 

Shortly  after  this  conference,  the  Minister  of 
National  Health  and  Welfare  announced  in 
January  that  the  federal  government  intended 
to  undertake,  in  conjunction  with  the  prov¬ 
inces,  a  major  review  of  the  income  security 
system.22  He  also  announced  that  family  allow¬ 
ances  would  be  a  fundamental  part  of  this 
system  and  that  the  federal  government  was 
prepared  to  move  quickly  in  this  area  after  con¬ 
sultations  with  the  provinces.  Subsequently,  the 
federal  plan  was  announced  and  discussed  at 
the  federal-provincial  Meeting  of  Welfare  Minis¬ 
ters  in  April  1973. 

V  -  CONCLUSION 

The  federal  decision  to  initiate  a  major,  new 
family  allowance  program  at  the  outset  of  the 
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the  federal-provincial  review  of  income  security 
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Inc.  Publishers,  1968). 

3  Christopher  Green,  Negative  Taxes  and  the  Poverty 
Problem  (Washington:  The  Brookings  Institution, 
1967),  p.  47. 

4  See  Vadakin,  Children,  Poverty,  and  Family  Allow¬ 
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5  Ibid.,  pp.  103-107. 

6  For  a  discussion  of  who  benefits  from  the  Cana¬ 
dian  Family  Allowance  Program  and  children’s  tax 
exemptions,  see  Lawrence  A.  Kelly,  Family  Allow¬ 
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onto:  May  1970),  p.  28-34. 


federal-provincial  income  security  review  is  the 
cumulative  result  of  a  number  of  factors. 
Firstly,  the  existing  family  allowance  system, 
basically  unchanged  for  almost  30  years,  was  in 
need  of  reform.  Secondly,  the  decision  fol¬ 
lowed  almost  three  years  of  extensive  review  of 
a  number  of  alternative  proposals  for  reforming 
the  family  allowance  system,  emanating  primar¬ 
ily  from  the  federal  government  and  Quebec. 
The  current  proposal  reflects  a  move  away  from 
more  complex  alternatives  and  the  placing  of  a 
premium  on  simplicity  and  integration  with  the 
tax  system. 

Thirdly,  it  became  clear  that  most,  if  not  all 
provinces,  strongly  supported  immediate  action 
in  the  area  of  family  allowances  as  a  first  major 
step  towards  income  security  reform.  Fourthly, 
the  proposal  reflected  a  view  that  perhaps  at 
last  a  mechanism  had  been  found  to  progress 
towards  an  accord  between  the  federal  govern¬ 
ment  and  the  provinces,  particularly  Quebec,  in 
the  field  of  social  policy.  The  proposal  appears 
to  permit  Ottawa  to  retain  full  command  of  its 
spending  power,  and  the  maintenance  of 
national  standards,  while  at  the  same  time  it 
creates  a  framework  for  the  achievement  of 
separate  provincial  social  policy  objectives. 
How  well  it  accomplishes  this  dual  objective  re¬ 
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Foundation,  1973). 

12  Canada,  House  of  Commons  Debates  —  June  27, 
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mains  to  be  determined. 

It  is  not  without  interest  to  note  that  there 
is  a  fifth  important  factor,  hitherto  unmen¬ 
tioned,  underlying  the  federal  proposal.  That  is, 
in  the  aftermath  of  tax  reform  the  federal  gov¬ 
ernment  had  found  itself  with  surplus  revenue 
capacity  primarily  created  by  extremely  high 
growth  in  personal  and  corporate  income  tax 
revenues.22  This  revenue  growth  placed  the 
federal  government  in  the  position  of  being  able 
to  propose  an  $800  million  net  enrichment  in 
family  allowances  shortly  after  announcing  per¬ 
sonal  income  tax  cuts  with  a  total  value  of  $1.3 
billion  for  1973-74  and  increased  Old  Age 
Security  payments  costing  an  additional  $290 
million.23 

The  federal  family  allowance  proposal  is  one 
initial  aspect  of  a  proposed  major  federal- 
provincial  income  security  review  which  will 
encompass  a  wide  range  of  income  maintenance 
and  social  assistance  programs.  As  the  review 
moves  to  subsequent  stages,  it  will  become  both 
more  comprehensive  and  more  difficult  as  new 
and  possibly  far-reaching  program  alternatives 
are  developed.  However,  at  this  stage,  it  can  be 
said  that  both  the  style  and  substance  of  the 
family  allowance  proposal  have  created  a  sound 
foundation  for  progress. 
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The  Canadian  Automotive  Industry 

Economic  Analysis  Branch  and  The  1965  Agreement 


I  -  INTRODUCTION 

The  Canadian  automotive  industry,  in  the 
shadow  of  its  much  larger  counterpart  in  the 
U.S.,  has  a  very  turbulent  history.  After  the 
industry’s  early  beginnings  at  the  turn  of  the 
century,  Canada  emerged  in  the  1920’s  as  a 
major  vehicle-producing  country.  During  World 
War  I  and  in  the  early  1920’s,  Canada  held 
second  place  in  world  motor  vehicle  produc¬ 
tion.  During  these  years  Canada’s  automotive 
exports,  which  were  destined  primarily  for  the 
U.S.  and  the  Commonwealth  countries, 
amounted  to  35  per  cent  of  its  production. 

The  automotive  industry  in  Canada,  essen¬ 
tially  an  Ontario  industry,  declined  somewhat 
in  the  1930’s,  but  revived  again  during  World 
War  II  when  over  50  per  cent  of  its  production 
was  exported.  Up  to  this  point  the  success  of 
Canada’s  automotive  industry  was  due  basically 
to  its  ability  to  compete  effectively  in  world 
markets.  A  basic  shift  in  world  automotive  pro¬ 
duction  followed  World  War  II.  As  part  of  an 
effort  to  rebuild  secondary  industries  which 
were  destroyed  during  the  war,  nations  seeking 
to  establish  their  own  export-oriented  automo¬ 
tive  industries  instituted  severe  discriminatory 
actions  against  North  American  motor  vehicle 
manufacturers. 

Post  War  Performance 

By  1948,  the  export  share  of  Canadian  automo¬ 
tive  production  had  dropped  to  18  per  cent, 
and  by  1955  it  had  been  further  reduced  to  4.1 
per  cent.  Not  only  was  the  export  share  dwindl¬ 
ing,  but  the  domestic  market  was  faced  with 
increased  competition  from  Europe.  Despite  a 
17.5  per  cent  tariff,  European  imports  made 
sizeable  inroads  into  the  North  American  auto¬ 
motive  market;  from  7  per  cent  in  1952,  their 
share  of  this  market  had  increased  to  26  per 
cent  in  1961. 

In  the  late  1950’s  Canada  was  becoming  in¬ 
creasingly  anxious  to  expand  its  merchandise 
exports,  as  there  was  growing  concern  that 
Canada’s  population  was  too  small  to  support 
large,  efficient  industries.  Only  by  producing 
for  much  larger  markets,  it  was  believed,  could 
Canada  continue  to  maintain  a  rising  standard 
of  living  for  its  rapidly  growing  labour  force. 

Against  these  developments,  as  well  as  the 
deterioration  of  the  industry’s  competitiveness 
vis-a-vis  European  competition,  the  automotive 
industry  was  singled  out  by  the  Canadian  Gov¬ 
ernment  for  special  investigation. 

The  degree  of  inefficiency  in  the  Canadian 
automotive  industry,  as  compared  with  that  of 
its  U.S.  counterpart,  prior  to  the  Automotive 
Agreement,  was  reflected  in  several  ways. 
Firstly,  motor  vehicle  prices  at  the  manufac¬ 


turers’  level  in  1960  were  over  10  per  cent 
higher  in  Canada  for  exactly  the  same  vehicle; 
secondly,  employees  were  paid  30  per  cent  less 
in  Canada;  thirdly,  and  most  important,  the 
rate  of  return  on  invested  capital  was  higher  in 
the  U.S.  than  in  Canada.  This  inefficiency  re¬ 
sulted  in  Canada’s  importing  162,000  more 
vehicles  in  1960  than  it  produced.  This  im¬ 
balance  meant  a  total  deficit  on  the  automotive 
account  of  $528  million,  with  automotive  prod¬ 
ucts  representing  10.5  per  cent  of  all  merchan¬ 
dise  imports,  but  only  0.1  per  cent  of  all 
merchandise  exports. 


Tariffs  and  other  restrictions  involving 
Canada  —  United  States  trade  in  automotive 
products  have  been  the  cause  of  significant 
inefficiency  in  this  great  industry.  Canadian 
plants  produce  a  great  variety  of  cars,  e^n- 
tially  identical  with  those  made  in  far 
numbers  in  the  United  States.  Because  the 
Canadian  market  is  relatively  small,  produc¬ 
tion  runs  have  been  short,  and  costs  and 
prices  have  been  high.  High  costs  and  prices 
in  turn  —  supported  by  the  tariff  and  other 
restrictions  —  have  contributed  to  keeping 
the  market  small. 


The  Bladen  Report 

In  1960,  the  Canadian  Government  appointed 
Professor  Dean  Bladen  as  a  one-man  Royal 
Commission  to  examine  the  nature  and  pros¬ 
pects  of  the  Canadian  automotive  industry. 
After  an  exhaustive  investigation,  Dr.  Bladen 
made  several  important  recommendations 
which  were  published  in  April  1961.  Although 
only  one  of  his  recommendations  was  adopted, 
the  Bladen  Report  was  noteworthy  for  the  con¬ 
cept  of  “extended  content.”  This  report  laid 
the  groundwork  for  the  Automotive  Agree¬ 
ment,  which  was  to  be  signed  four  years  later. 

In  1961,  the  Canadian  Government  chose 
not  to  adopt  the  major  proposals  of  the  Bladen 
Report,  but  instead,  in  1962,  it  introduced  a 
“duty  remission”  plan,  a  move  which  became  a 
most  contentious  issue  in  Canada  —  U.S.  trade 
relations. 

Realizing  that  a  potential  series  of  retalia¬ 
tions  brought  about  by  the  duty  remission  plan 
would  be  wasteful  and  beneficial  to  no  one,  the 
U.S.  and  Canadian  governments  began  nego¬ 
tiating  in  earnest  for  a  solution  to  the  potential 
trade  crisis.  These  negotiations  culminated  in 
the  signing  of  the  historic  Automotive  Agree¬ 
ment  in  early  1965. 

The  Automotive  Agreement 

President  Johnson,  in  a  letter  to  the  President 
of  the  Senate  and  the  Speaker  of  the  House  of 
Representatives,  summed  up  the  situation  lead¬ 
ing  to  the  signing  of  the  Agreement: 

“The  automotive  producers  of  the  United 
States  and  Canada  make  up  a  single  great 
North  American  industry.  The  same  kinds  of 
cars,  using  the  same  parts,  are  produced  on 
both  sides  of  the  border,  in  many  instances 
in  factories  only  a  few  miles  apart.  Over  90 
per  cent  of  the  automobiles  sold  in  Canada 
are  assembled  by  firms  owned  in  part  or  in 
whole  by  United  States  companies.  The  men 
and  women  who  work  in  the  plants  on  both 
sides  of  the  border  are  members  of  the  same 
international  union. 


Historically,  Canada’s  share  in  North 
American  automotive  production  has  lagged 
far  behind  her  share  in  automotive  pur¬ 
chases.  In  1963,  in  an  attempt  to  increase  its 
share  of  the  North  American  market,  the 
Canadian  government  put  into  effect  a  plan, 
involving  the  remission  of  tariffs,  which  was 
designed  to  stimulate  automotive  exports.  A 
number  of  United  States  manufacturers, 
believing  they  would  be  injured  by  the  plan, 
called  upon  this  Government  to  impose 
countervailing  duties.  In  all  probability,  such 
action  would  have  invited  retaliation.  We 
were  faced  by  the  prospect  of  a  wasteful 
contest  of  stroke  and  counter  stroke,  harm¬ 
ful  to  both  Canada  and  the  United  States, 
and  helpful  to  neither.  Other  broader  g 4k 
relations  with  our  Canadian  friends  wo^^ 
have  suffered  serious  strain.  To  avoid  sucl^ 
dismal  outcome,  our  two  governments  bent 
every  effort  to  find  a  rational  solution  to  the 
problem  of  the  divided  industry.  The  Auto¬ 
motive  Products  Agreement  that  the  Prime 
Minister  and  I  signed  in  January  is  the  result 
of  our  joint  labours. 

The  agreement  will  benefit  both  countries. 
We  will  have  avoided  a  serious  commercial 
conflict.  Canada  will  have  achieved  her 
objective  of  increasing  her  automotive  pro¬ 
duction.  United  States  manufacturers  will  be 
able  to  plan  their  production  to  make  most 
efficient  use  of  their  plants,  whether  in 
Canada  or  the  United  States.  They  will  save 
the  price  of  the  tariff,  and,  over  the  long 
run,  we  will  benefit  from  the  faster  growth 
in  the  Canadian  market  which  lower  prices 
will  make  possible.” 


II  -  PRODUCTIVITY  IN  THE  CANADIAN 
AUTO  INDUSTRY  PRIOR  TO  1965 


One  of  the  fundamental  reasons  for  Can| 
entering  into  the  Agreement  with  the  U.S.  was 
to  increase  the  efficiency  and  productivity  of 


automobile  production  in  Canada.  While  no 
rigorous  data  on  productivity  are  available, 
there  are  some  measures  which  indicate  the 
Canadian  industry’s  poor  performance  compared 

that  of  the  United  States. 

^ne  first  and  most  obvious  difference,  of 
which  all  Canadians  were  aware,  was  the  differ¬ 
ential  in  the  price  of  cars.  For  most  models, 
manufacturing  list  prices  were  over  8  per  cent 
higher  in  Canada  than  in  the  U.S.  For  some 
automobiles,  such  as  the  Buick  Riviera,  the 
price  differential  was  U.S.  $1,124  or  30.4  per 
cent.  Secondly,  Canadian-made  automotive 
exports  to  the  U.S.  were  $96.8  million  in  1964 
or  2.2  per  cent  of  total  Canadian  exports  to  the 
United  States.  Imports  of  automotive  parts  and 
vehicles,  on  the  other  hand,  amounted  to  13.5 
per  cent  of  total  imports  from  the  United 
States. 

The  third  difference  relates  to  the  produc¬ 
tivity  per  worker  in  the  automotive  industry.  In 
1963,  the  value  added  per  Canadian  automotive 
worker  was  only  69  per  cent  of  that  produced 
by  his  U.S.  counterpart;  accordingly,  Canadian 
wage  rates  averaged  about  30  per  cent  below 
those  for  comparable  jobs  in  the  U.S. 

Ill  -  THE  AUTOMOTIVE  AGREEMENT 

formal  Agreement  was  signed  by  President 
Hrnson  and  Prime  Minister  Pearson  on  January 

|  ^P;  1965.  The  intergovernmental  Agreement 
provided  for  the  duty-free  movement  of  most 
vehicles  and  original  equipment  parts.  This 
excluded  specialty  vehicles,  tires,  tubes  and  re¬ 
placement  parts.  Provision  was  made  for 
termination  of  the  Agreement  by  either  party 
twelve  months  after  notification  of  the  intent 
to  withdraw.  It  was  also  agreed  that  a  joint 
review  of  the  Agreement  would  be  carried  out 
by  1968. 

The  Agreement  specified  certain  conditions 
on  the  duty-free  movement  across  the  border, 
different  for  the  two  countries. 

The  Sole  U.S.  Condition 

The  only  safeguard  provided  for  the  protection 
of  the  U.S.  industry  was  that  automotive  prod¬ 
ucts  eligible  for  duty-free  import  have  at  least 
50  per  cent  Canadian  content.  This  was  aimed 
at  preventing  European  firms,  who  had  set  up 
small  assembly  facilities  in  Canada,  from  using 
Canada  as  a  conduit  for  the  duty-free  entry  of 
their  automotive  products  into  the  United 
States. 

If 

Canadian  Conditions 

Canada’s  conditions  were  much  more  restrictive 


and  severe.  Firstly,  in  contrast  to  the  U.S., 
which  in  effect  permitted  free  entry  of 
specified  vehicles  at  all  levels  of  the  distribution 
chain  —  from  manufacturer  to  retailer  —  Canada 
limited  the  right  of  duty-free  importation  to 
authorized  manufacturers.  To  be  included  in 
this  group,  manufacturers  needed  to  ensure  that 
their  production-to-sales  ratio  for  each  class  of 
vehicle  in  Canada  be  at  least  .75,  or  that 
attained  in  1964,  whichever  was  greater.  Gener¬ 
ally,  this  was  intended  to  assure  continued 
growth  of  the  assembly  operation  in  Canada,  in 
line  with  the  growth  of  North  American  vehicle 
sales  in  Canada.  The  main  argument  for  insert¬ 
ing  the  ratio  floor  at  .75  was  to  disqualify 
European  or  Japanese  manufacturers  who  had 
or  might  set  up  manufacturing  in  Canada. 

The  second  condition  was  a  requirement 
that  Canadian  content  in  vehicles  produced  in 
Canada  be  maintained  at  least  at  the  level 
achieved  during  the  1964  model  year.  This  was 
a  safeguard  intended  primarily  for  the  benefit 
of  Canadian  parts  producers  who  might  be  ad¬ 
versely  affected  in  the  initial  stages  of  the 
Agreement.  The  formal  Agreement  thus  pro¬ 
vided  for  limited  free  trade  in  motor  vehicles 
and  original  equipment  parts. 

In  addition  to  the  Agreement  conditions,  the 
vehicle  manufacturers  were  required  to  submit 
“letters  of  undertaking”  to  the  Canadian  Gov¬ 
ernment.  In  these  letters,  the  companies  gave 
written  commitments  to  the  Canadian  Govern¬ 
ment  which  would  guarantee  a  growth  of 
Canadian  value  added  in  each  year  by  an 
amount  equal  to:  60  per  cent  of  growth  of  net 
sales  for  cars;  50  per  cent  of  the  growth  in  net 
sales  of  commercial  vehicles  sold  in  Canada; 
plus  a  total  of  $260  million  by  1968,  divided  as 
follows: 

$Million1 


General  Motors  121.0 

Ford  74.2 

Chrysler  33.0 

American  11.2 

Others  20.6 

Total  $260.0 


The  Canadian  Government  would  not  sign 
the  Agreement  without  the  additional  safe¬ 
guards  in  the  letters  of  undertaking.  It  was  fear¬ 
ful  that  the  automotive  companies  would  con¬ 
tinue  to  supply  the  Canadian  market  from  the 
U.S.,  and  still  be  able  to  meet  the  conditions  of 
the  intergovernmental  Agreement.  Canada 
wanted  additional  interim  protection  for  its 
automotive  industry  until  “it  would  become 


efficient  enough  to  motivate  the  U.S.  auto 
manufacturers  to  give  Canada  its  ‘fair  share’  of 
the  continental  production.”2 

Since  the  conditions  imposed  by  the  United 
States  favoured  Canada  above  other  nations, 
the  automotive  pact  violated  the  GATT  Agree¬ 
ment.  A  waiver  was  applied  for  by  the  United 
States,  and  subsequently  granted  on  December 
20,  1965. 

IV  -  THE  ANTICIPATED  RESULTS 

Opposition  to  the  Agreement 

While  the  automotive  pact  was  readily  agreed  to 
by  the  Canadian  Government,  many  in  the 
United  States  viewed  the  Agreement  as  having 
no  beneficial  effects  to  the  United  States;  some 
vociferous  opponents,  like  Senator  Vance 
Hartke  of  Indiana,  made  the  following 
comments: 

“This  started  out  as  a  rather  humiliating 
thing  for  the  United  States  to  be  faced  with, 
in  my  opinion,  but  that  is  all  right.  We  were 
threatened  with  unilateral  action  and  then 
we  went  ahead  and  came  in  with  this  type  of 
program  (the  Agreement).  But  assuming  that 
we  forgive  and  forget  what  they  did,  they 
are  going  to  have  a  larger  percentage  of  the 
market  and  in  addition  a  larger  percentage  of 
that  market  will  be  Canadian  value  added. 
The  net  result  in  my  opinion  can  mean  only 
one  thing,  a  reduction  in  exports  from  the 
United  States  to  Canada,  and  a  reduction  in 
jobs  in  the  United  States,  unless  the  differ¬ 
ence  is  made  up  by  increased  consumption 
beyond  our  normal  growth  pattern.”3 

The  doubts  held  by  many  U.S.  government 
officials  about  the  economic  consequences  of 
the  plan  were  reflected  in  the  slow  pace  at 
which  the  U.S.  Government  proceeded  with  im¬ 
plementation  of  the  plan.  The  Agreement  was 
signed  by  Prime  Minister  Pearson  and  President 
Johnson  on  January  16,  1965,  but  it  was  not 
ratified  by  Congress  and  the  Senate  until 
October  21,  1965. 

In  Favour  of  the  Agreement 

Proponents  in  Canada  and  the  U.S.  argued  that 
the  plan  was  not  designed  to  be  one  where  one 
country  would  gain  at  the  expense  of  another; 
the  overall  benefits  would  not  total  zero,  but  in 
fact  both  countries  would  gain.  It  was  predicted 
that  the  net  surplus  of  U.S.  trade  in  automotive 
products  with  Canada  would  be  slowly  reduced 
from  the  1964  figure  of  $600  million. 
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Price  Differentials 

It  was  also  widely  believed,  though  not  empha¬ 
sized,  that  price  differentials  between  U.S.- and 
Canadian-made  cars  would  be  narrowed.  It  was 
anticipated  that  Canadian  manufacturers  would 
increase  their  rates  of  return  on  investment  by 
taking  advantage  of  increased  economies  of 
scale  brought  about  through  large-scale  integra¬ 
tion  of  the  North  American  market. 

Economies  of  Scale 

Because  of  economies  of  scale  already  present 
in  the  industry  in  the  United  States,  disloca¬ 
tions  there  were  expected  to  be  minor.  On  the 
other  hand,  in  Canada  it  was  recognized  that 
there  would  be  some  large-scale  disruptions 
throughout  the  transitional  period,  to  em¬ 
ployees  and  producers  alike,  but  the  end  result 
would  be  a  net  gain  to  Canada  as  specific  safe¬ 
guards  were  inserted  to  guarantee  levels  of  em¬ 
ployment  and  production.4  The  Automotive 
Adjustment  Assistance  Program  was  put  into 
place  to  ease  such  adjustments. 


V  -  ACTUAL  RESULTS 

The  Automotive  Agreement  has  been  of  partic¬ 
ular  benefit  to  Canada.  All  the  commitments 
made  by  the  automotive  manufacturers  were 
more  than  fulfilled.  There  were,  as  expected,  a 
number  of  dislocations  in  the  industry  through¬ 
out  the  rationalization  process  which  affected 
producers  and  employees  alike,  but  total  bene¬ 
fits  have  far  outweighed  costs. 

Production 

i)  Improved  Efficiency.  Large  efficiency  gains 
were  recorded  in  the  Canadian  automotive  in¬ 
dustry.  This  was  shown  by  a  substantial  reduc¬ 
tion  in  the  number  of  vehicle  lines  produced  in 
Canada  with  the  resulting  higher  volumes  for 
the  lines  selected  for  production  in  Canada. 


Table  I  -  Canadian  Motor  Vehicle  Production,  1964-1972 

(Thousand  units) 


Year 

Total 

Commercial 

Passenger  Cars 

A 

1964 

671 

111 

W 

560 

1965 

847 

140 

707 

1966 

872 

188 

685 

1967 

920 

211 

708 

1968 

1,150 

261 

889 

1969 

1,327 

301 

1,026 

1970 

1,194 

253 

940 

1971 

1,375 

279 

1,096 

1972 

1,474 

320 

1,155 

Source:  Statistics  Canada,  Motor  Vehicle  Shipments. 


2.0  per  cent  for  the  same  period  in  the  United 
States.  Similarly,  Canadian  automobile  produc¬ 
tion,  as  a  percentage  of  North  American 
production,  rose  from  6.7  per  cent  in  1964  to 
11.4  per  cent  in  1971.  Accordingly,  the  second 
safeguard  in  the  intergovernmental  Agreement 
has  been  met,  with  a  wide  margin  to  spare. 


Table  II  -  Canadian  Exports  of  Passenger  Cars 


(Thousand 

units) 

1964-1972 

Year 

Exports 

As  a  Percentage 
of  Production 

1964 

38.29 

6.8 

1965 

77.88 

10.0 

1966 

138.20 

26.8 

1967 

342.41 

48.3 

1968 

522.02 

58.7 

1969 

714.55 

69.6 

1970 

733.22 

78.0 

1971 

821.55 

75.0 

1972 

885.16 

76.7 

growth  of  net  sales  for  cars,  and  50  per  cent  of 
growth  of  net  sales  of  commercial  vehicles,  plus 
a  total  of  $260  million  by  1968,  were  exceeded 
by  $396  million.6 

Employment 

Coincident  with  a  compound  rate  of  growth  of 
10.8  per  cent  per  annum  of  Canadian  produc¬ 
tion,  and  an  increase  in  value  added  well  in 
excess  of  the  safeguards  in  the  letters  of  und^.- 
taking  and  the  intergovernmental  Agreeing® 
employment  in  the  automotive  industry^® 
Canada  grew  from  69,300  in  1964  to  100,126 
in  1971,  at  a  compound  growth  rate  of  6.3  per 
cent  per  annum. 

There  are  three  additional  statistics  which 
point  to  increasing  efficiency  in  the  Canadian 
automotive  industry.  Shipments  per  production 
worker  in  Canada  grew  from  $67,530  in  1964 
to  $124,890  in  1971  —  an  increase  of  85  per 
cent.  During  the  same  period,  value  added  per 
manhour  grew  54  per  cent,  and  value  added 
per  production  worker  advanced  46  per  cent. 


ii)  Vehicle  Production.  As  is  shown  in  Table  I, 
the  number  of  vehicles  assembled  in  Canada 
more  than  doubled  between  1964  and  1971, 
with  the  result  that  about  74  per  cent  of  total 
production  was  exported  in  1971,  as  compared 
with  about  8  per  cent  in  1964.  Table  II  shows 
that  Canadian  exports  of  passenger  cars  rose 
from  over  38,000  units  to  over  885,000  during 
the  same  period.  The  domestic  production-to- 
sales  ratio,  which  was  set  at  a  minimum  of 
1.08:1  —  the  level  for  the  1964  model  year, 
grew  to  1.86:1  in  1971.  Overall  vehicle  produc¬ 
tion  in  Canada  advanced  at  a  compound  rate  of 
10.8  per  cent  between  1964  and  1971,  as  com¬ 
pared  with  an  annual  rate  of  growth  of  about 


Source:  SC,  Motor  Vehicle  Shipments. 

Trade  of  Canada,  Exports. 


iii)  Canadian  Content.  The  third  safeguard, 
which  stipulated  that  Canadian  content  in 
Canadian-produced  vehicles  be  maintained  at 
the  level  obtained  in  1964,  has  also  been  ful¬ 
filled.  By  1968,  the  Canadian  content  of  Cana¬ 
dian  vehicle  production  was  about  $100  million 
higher  than  it  was  in  1964. 5 

iv)  Canadian  Value  Added.  The  safeguards  con¬ 
tained  in  the  letters  of  undertaking,  which  guar¬ 
anteed  growth  of  Canadian  value  added  in  each 
year  by  an  amount  equal  to  60  per  cent  of 


Price  Differentials 

The  Canadian  consumer  has  benefited  greatly 
from  the  automotive  pact.  Cost  savings,  made 
possible  by  the  rationalization,  were  translated 
into  a  decrease  in  the  manufacturer’s  price  dif¬ 
ferential  between  similar  cars  in  the  U.S.  and 
Canada.  In  a  statement  to  the  House  of  Com¬ 
mons,  on  May  1 1,  1972,  Mr.  Pepin,  then  Minis¬ 
ter  of  Industry,  Trade  and  Commerce,  stated 
that  the  price  differential,  measured  in  U.S. 
dollars  in  1965  on  a  weighted  average  basis,  was 
over  8  per  cent.  By  1970,  the  price  differen^^ 
was  down  to  3.5  per  cent,  and  if  the  Canadian 
dollar  had  remained  unchanged  at  its  .925  fixed 
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rate  of  exchange  with  the  U.S.  dollar,  the  price 
differential  would  have  been  2  per  cent  in 
1972. 

If  the  price  differential  were  measured  on 
tl^basis  of  the  Canadian  dollar  at  parity  with 
t^^J.S.  dollar,  the  Canadian  car  would  have 
been,  on  average,  15  per  cent  more  expensive  in 
1965  than  a  similar  car  in  the  U.S.  By  1970,  the 
gap  would  have  narrowed  to  1 1  per  cent,  and 
by  1972,  when  the  Canadian  dollar  had  actually 
achieved  parity,  the  differential  was  about  9  per 
cent. 

Either  method  of  measurement,  therefore, 
indicates  that  the  gap  narrowed  by  about  6  per¬ 
centage  points.  However,  recent  arguments  have 
been  made  that  the  price  spread  should  be 
further  reduced  in  view  of  the  appreciation  of 
the  Canadian  dollar. 


Balance  of  Payments 

The  single,  most  visible,  Canadian  benefit  has 
been  the  shift  in  the  balance  of  payments  from 
a  large  deficit  to  a  small  surplus  in  Canada’s 
favour  on  the  automotive  account.  Both  U.S. 
and  Canadian  government  officials  contended 
at  the  time  of  signing  that  Canada’s  deficit  on 
automotive  trade  would  decline  gradually 
below  the  $600  million  deficit  recorded  in 
1964.  Since  the  improvement  in  Canada’s 

fiur  was  much  more  rapid  than  anticipated, 
automotive  trade  balance  has  become  one 
the  most  contentious  issues  in  present 
Canada  —  U.S.  trade  negotiations. 

In  1964,  Canada’s  automotive  exports  stood 
at  $97  million,  while  automotive  imports  were 
$699  million,  leaving  Canada  with  a  deficit  of 
$602  million.  By  1970,  this  deficit  had  been 
slowly  erased,  and  a  surplus  of  $202  million 
was  recorded  in  that  year,  as  Table  III  indicates. 

In  1971  the  surplus  almost  reached  the  same 
level  as  in  1970,  but  preliminary  figures  for 
1972  indicate  a  near  balance.  The  above  figures 
are  somewhat  misleading  in  that  they  include 
trade  in  snowmobiles,  which  showed  a  surplus 
of  $96  million  and  $64  million  in  1971  and 
1972  respectively.  Therefore,  if  snowmobile 
trade  is  excluded  from  the  automotive  statis¬ 
tics,  Canada  was  again  in  a  deficit  position  with 
the  U.S.  last  year. 


VI  -  REASONS  FOR  CANADA’S 
GOOD  PERFORMANCE 

Forecasting  automobile  sales  is  a  most  difficult 
task,  as  public  tastes  change  very  rapidly,  and 
industry  as  a  whole  is  subject  to  significant 
cyclical  swings.  Table  IV  indicates  the  pattern 
of  new  motor  vehicle  sales  in  Canada  from 


Table  III  -  Canada’s 

Automotive  Trade  with  the  U.S., 

1964-1972 

($  million) 

Year 

Exports 

Imports 

Balance 

1964 

97 

699 

-602 

1965 

246 

968 

-722 

1966 

884 

1,535 

-651 

1967 

1,630 

2,109 

-479 

1968 

2,591 

2,923 

-332 

1969 

3,440 

3,511 

-71 

1970 

3,384 

3,182 

202 

1971 

4,119 

3,925 

194 

1972 

4,624 

4,619 

6 

Total 

$21,015 

$23,471 

-  $2,456 

Source:  External  Trade  Division,  Statistics  Canada. 


Table  IV  -  New  Motor  Vehicles  Sales  in  Canada,  1964-19721 
(Units) 

Year 

Total 

Commercial 

Passenger  Cars 

1964 

725,879 

109,120 

616,759 

1965 

830,995 

122,279 

708,716 

1966 

827,431 

132,611 

694,820 

1967 

815,307 

135,872 

679,435 

1968 

889,453 

147,538 

741,915 

1969 

917,505 

156,702 

760,803 

1970 

774,241 

133,881 

640,360 

1971 

940,332 

159,570 

780,762 

1972 

1,065,621 

206,662 

858,959 

1  Includes  vehicles  manufactured  overseas. 

Source:  Statistics  Canada,  New  Motor  Vehicle  Sales. 

1964  to  1972.  A  critical  element  in  all  manu¬ 
facturers’  plans  was  to  ensure  that  the  commit¬ 
ment  to  the  Canadian  Government  would  be 
met  in  the  event  the  industry  suffered  an  un¬ 
predictable  cyclical  downturn,  as  penalties  for 
non-fulfilment  of  commitment  were  most 
severe.  Accordingly,  wide  safety  margins  were 
essential  for  the  manufacturers. 

Also,  any  additional  plants  planned  for 
Canada  were  to  supply  the  whole  North  Ameri¬ 
can  market.  Since  the  U.S.  automotive  market 
is  about  ten  times  as  large  as  Canada’s,  any  new 
Canadian  plant  additions  designed  to  supply  the 
North  American  market  would  have  a  signifi¬ 
cant,  positive  effect  on  Canadian  trade  flows. 

Surge  in  Demand  for  Small  Cars 

The  Ford  plant  in  St.  Thomas,  Ontario,  built  to 
meet  the  increasing  demand  for  small  cars,  had 


exactly  this  effect  on  Canada’s  trading  pattern. 
Manufacturers  underestimated  the  surge  in 
demand  for  small  cars  in  North  America,  and 
thus  Canada  gained  heavily  from  this  fore¬ 
casting  error.  If  public  tastes  had  changed  in 
favour  of  larger  cars,  the  manufacturers  would 
indeed  have  had  difficulty  in  meeting  their 
commitments. 

Every  analysis  of  the  impact  of  the  Agree¬ 
ment  on  the  U.S.  trade  balance  before  1965 
was  based  on  the  implicit  assumption,  that 
while  production  costs  in  Canada  would 
decline,  they  would  remain  above  those  in  the 
U.S.  It  is  this  assumption  which  provided  the 
rationale  for  some  of  the  safeguards  upon 
which  Canada  insisted.  This  assumption  has 
turned  out  to  be  invalid.7  While  a  comparison 
of  production  costs  is  not  publicly  available,  it 
can  be  argued  that  the  automotive  manufac- 
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turers’  decisions  to  expand  in  Canada  well  in 
excess  of  their  minimum  commitments  were  due 
in  part  to  a  decline  in  Canadian  production 
costs  compared  with  those  in  the  U.S. 


VII  -  PRESENT  STATUS 
OF  THE  AGREEMENT 

In  1971,  the  United  States  recorded  a  sizeable 
deficit  in  its  overall  merchandise  trade  balance 
—  the  first  such  deficit  this  century  —  and  by 
1972,  the  deficit  had  increased  to  $6.3  billion. 
While  second  quarter  figures  for  1973  indicate 
that  a  surplus  has  been  achieved,  prospects  for  a 
continued  favourable  balance  in  the  future  are 
not  bright  since  the  United  States  is  becoming 
increasingly  dependent  on  imports  to  satisfy  its 
expanding  energy  requirements.  Since  the  U.S. 
has  seen  its  previous  surplus  on  the  automotive 
account  with  Canada  eroded  in  the  past  three 
years,  it  is  unsatisfied  with  the  present  state  of 
affairs. 

Renegotiation  of  Agreement 

The  automotive  pact  has  been  under  renegotia¬ 
tion  since  1968,  but  so  far  no  consensus  has 
been  reached  for  changing  the  provisions  con¬ 
tained  therein.  The  United  States  contends  that 
the  Canadian  automotive  industry  has  reached  a 
sufficient  degree  of  maturity  so  that  the  safe¬ 
guards  can  be  eliminated.  It  argues  that  the 
safeguards  were  originally  intended  to  be  of  a 
transitional  nature,  although  this  point  was  not 
documented  in  the  original  Agreement. 

Removal  of  Safeguards 

The  minimum  levels  of  Canadian  production 
and  value  added  have  been  exceeded,  and  thus 
the  safeguards  have  lost  much  of  their  rele¬ 
vance.  Therefore,  the  removal  of  these  safe¬ 
guards,  as  demanded  by  some  Congressional 
leaders  on  grounds  of  principle,  is  not  the  main 
stumbling  block  to  a  new  automotive  agree¬ 
ment.  The  central  issue  for  Canada  is  the  assur¬ 
ance  of  future  growth  for  the  Canadian 
industry. 

Canadian  Opposition  to  a 
Totally  Free  Trade  Agreement 

It  has  been  argued  that  the  United  States,  by  its 


population,  climate  and  single  language,  repre¬ 
sents  a  more  suitable  location  for  automotive 
plants  than  Canada.  Also,  because  of  U.S. 
ownership  of  the  industry  most  major  entre¬ 
preneurial,  marketing,  engineering  and  purchas¬ 
ing  decisions  are  made  in  the  United  States  and 
are,  therefore,  more  susceptible  to  direct  per¬ 
suasion  by  the  U.S.  Government  than  by  the 
Canadian  Government. 

For  these  reasons  Canada  is  opposed  to  a 
completely  free  trade  agreement,  with  no  assur¬ 
ance  of  future  Canadian  growth.  In  the  words 
of  Mr.  Gillespie,  the  Minister  of  Industry,  Trade 
and  Commerce: 

“The  effort  of  the  Government  will  be  to 
provide  for  the  future  expansion  of  jobs  and 
to  secure  future  job  opportunities  for  Cana¬ 
dians  in  any  changes  there  may  be  in  the 
auto  pact”.8 

At  present,  negotiations  with  the  U.S.  on  the 
automotive  pact  are  continuing,  and  it  appears 
that  the  United  States  is  most  forceful  about 
removing  the  prohibitive  15  per  cent  tariff 
Canadian  individuals  must  pay  on  new  cars  pur¬ 
chased  from  dealers  in  the  U.S.  However,  Mr. 
Gillespie  insists  that  Canada  should  not  remove 
this  tariff  without  obtaining  the  assurance  of  an 
adequate  share  of  future  growth  for  the  auto¬ 
motive  industry  for  Canada. 


VIII  -  CANADA  S  POLICY  OPTIONS 


4.  Eliminate  the  sources  of  irritation  to  the 
United  States,  but  at  the  same  time,  develop 
some  form  of  mechanism  to  guarantee  that 
Canada  will  obtain  a  “fair  share”  of  the 
North  American  industry  production,  i 
ment  and  employment. 

The  First  option  is  unacceptable,  since 
Canada  would  have  no  assurances  whatsoever  of 
future  growth  for  its  industry.  Given  the  rising 
protectionist  mood  in  the  United  States  and  its 
difficulties  in  reducing  balance  of  payments 
deficits,  there  is  a  strong  possibility  that  U.S. 
parent  companies  would  be  persuaded  to  favour 
the  location  of  new  plants  in  the  United  States. 
The  registration  of  the  automotive  companies 
under  the  DISC  program  reinforces  this  pos¬ 
sibility.  The  second  option  appears  to  be  re¬ 
sented  in  the  United  States,  and  the  third 
would  invite  wasteful  retaliatory  actions  by 
either  government  and  would  likely  be  disas¬ 
trous  for  the  Canadian  industry. 

The  most  suitable  option  for  Canada  appears 
to  be  the  fourth  one.  The  aim  of  the  mecha¬ 
nism  should  be  to  limit  any  potential  disloca¬ 
tions  in  the  industry,  and  guarantee  future 
employment  opportunities  for  Canada’s  rapidly 
growing  work  force.  It  should  also  eliminate 
wide  fluctuations  in  Canada’s  balance  of  auto¬ 
motive  trade  with  the  U.S. 


IX  -  CONCLUSION 


A  number  of  alternatives  relating  to  the  future 
of  the  automotive  industry  are  open  to  the 
Canadian  Government: 

1.  Agree  to  the  U.S.  suggestions  of  eliminating 
all  trade  barriers  between  the  two  countries 
and  letting  market  forces  alone  decide  where 
new  investment  should  be  made. 

2.  Retain  the  status  quo. 

3.  Terminate  the  Agreement  and  revert  to  the 
situation  that  existed  before  1965,  and  let 
each  country  make  unilateral  decisions  in 
attempts  to  improve  the  competitiveness  of 
its  industry. 


The  attainment  of  a  near  balance  in  automotive 
trade  in  1972  has  to  some  extent  taken  away 
the  force  of  arguments  for  urgent  changes  in 
the  Agreement.  In  addition,  a  number  of  corro¬ 
sive  internal  problems  in  the  United  States  have 
temporarily  shifted  emphasis  away  from  the 
automotive  pact. 

It  is  expected  that  the  United  States  will 
adopt  a  somewhat  more  conciliatory  approach 
to  negotiations  in  the  future  than  it  has  during 
the  past  two  years.  However,  a  major  threat  still 
looms  ahead  for  Canada:  the  possibility  that 
the  U.S.  Senate  Finance  Committee  may  amend 
the  President’s  trade  bill,  thereby  terminating 
the  Agreement,  or  at  least  stipulating  a  time 
limit  for  its  present  conditions. 


1  Carl  E.  Beigie,  The  Canada-U.S.  Automotive  Agree¬ 
ment:  An  Evaluation  (Montreal:  Private  Planning 
Association  of  Canada,  1970)  p.  48. 

2  Ibid. 

3  U.S.  Senate,  Committee  on  Finance,  Hearings  on 


the  Canada-U.S.  Automotive  Agreement,  89th 
Congress,  1965. 

See  page  5. 

Beigie,  p.  91. 
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Ibid,  p.  92. 
Ibid,  p.  101. 


Canada,  House  of  Commons  Debates,  March  1, 
1973. 
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About  the  Review 

The  July/August  edition  of  the  Ontario 
Economic  Review  features  a  conditional  forecast 
of  the  Canadian  economy  to  1985  and  the 
Ontario  economy  to  1980.  Large-scale 
econometric  models  utilizing  Statistics  Canada 
data  and  estimates  of  the  Ministry  of  Treasury, 
Economics  and  Intergovernmental  Affairs  were 
employed  in  projecting  on  a  year-by-year  basis 
the  course  of  variables  such  as  aggregate  income 
and  expenditures,  labour  force,  employment, 
balance  of  payments  items,  prices,  interest  rates, 
and  capital  requirements  and  supplies. 

Some  of  the  main  preliminary  results  for  the 
present  decade  are  that  Canada’s  real  GNP 
growth  would  average  just  over  5  per  cent  per 
year,  while  Ontario’s  real  GPP  growth  would 
average  just  over  5.5  per  cent  per  year,  that 
Canada’s  net  foreign  trade  growth  would  be  a 
primary  source  of  weakness  in  aggregate  de¬ 
mand,  that  severe  inflation,  high  interest  rates, 
and  tight  capital  markets  would  prevail,  and 
that  Canada’s  unemployment  rate  would  de¬ 
cline  gradually  to  4  per  cent  by  1980. 

The  forecast  was  prepared  by  Dr.  Clifford 
Jutlah  in  the  Policy  Planning  Branch  of  the 
Office  of  Economic  Policy,  Ministry  of  Treasury, 
Economics  and  Intergovernmental  Affairs. 


A  Long-Term  Economic  Forecast 

for  Canada  and  Ontario 


I  -  INTRODUCTION 

This  paper  provides  the  results  of  a  conditional 
economic  forecast  for  Canada  to  1985  and  for 
Ontario  to  1980.  The  forecast  is  designed  to 
pi^ide  a  background  for  policy  evaluation  and 
/|^Ksist  in  producing  a  consensus  on  future 
WKls.  In  this  way,  it  is  hoped  to  develop  in  a 
series  of  forecasts  a  quantitative  foundation 
against  which  to  test  economic  policies  and 
alternative  environments.  The  results,  therefore, 
are  to  be  taken  as  exploratory  rather  than  de¬ 
finitive. 

The  projections  here  are  based  on  two 
econometric  models  -  modified  TRACE  (from 
the  University  of  Toronto)  and  ONFORM1 
(developed  by  the  Ministry  of  Treasury,  Eco¬ 
nomics  and  Intergovernmental  Affairs).  These 
models  have  been  employed  to  provide  a  sys¬ 
tematic  procedure  for  obtaining  a  consistent  set 
of  projections  for  each  year  for  some  of  the 
more  important  indicators  of  economic  activ¬ 
ity.  The  results  reported  here  for  Canada  are 
based  on  the  TRACE  model,  while  those  for 
Ontario  are  obtained  from  the  ONFORM 
model. 

The  exogenous  variables  have  been  assigned 
values  in  their  most  probable  range,  and  in  this 
sense  the  present  set  of  results  might  be  con¬ 
sidered  a  “basic  forecast”.  Since  the  use  of  for¬ 
mal  econometric  models  considerably  facilitates 
examination  of  alternative  scenarios  of 

mre  economic  conditions,  numerous  experi¬ 
ments  were  performed  to  simulate  changes  in 
policies  and  in  world  economic  conditions.  The 
forecast  of  average  growth  rates  presented  here 
would  not  be  significantly  different  for  small 
changes  in  the  postulated  conditions,  though 
the  timing  of  cycles  might  be  affected.  Policies 
vastly  different  from  those  experienced  in  the 
past,  as  well  as  dramatic  changes  in  economic 
conditions,  constitute  separate  studies  which 
are  being  undertaken  to  examine  specific  issues. 
An  example  of  such  changes  is  the  Mackenzie 
Valley  Gas  Pipeline  Project,  whose  effects  are 
not  part  of  the  basic  forecast  2 

The  forecast  was  prepared  in  early  1973,  at 
which  time  the  National  Income  and  Expendi¬ 
ture  Accounts  containing  the  preliminary  1972 
estimates  were  available  from  Statistics  Canada. 
The  econometric  models  were  “tuned”  to 
approximate  these  results  and  to  solve  for  sub¬ 
sequent  years.  Rates  of  increase  calculated  for 
1972  and  1973  and  reported  here  are,  there¬ 
fore,  based  on  the  models’  solutions  for  1972 
rather  than  the  actual  (or  even  preliminary) 
1972  figures.  In  general,  the  discrepancies  are 
^Bciently  small  to  be  ignored  in  the  context 
ot  a  long-term  forecast  such  as  this. 


II  -  CRITICAL  ASSUMPTIONS 

Any  view  of  the  future  of  an  economy  is  condi¬ 
tional  upon  the  framework  assumptions  that 
are  made  in  a  number  of  key  areas.  These  areas 
may  be  broken  down  into  three  broad  cate¬ 
gories.  Firstly,  there  are  demographic  and  social 
changes;  secondly,  government  socio-economic 
policies;  and  thirdly,  international  conditions. 

1.  Demographic  and  Social  Trends 

Demographic  data  to  1985  provide  two  essen¬ 
tial  pieces  of  information: 

•  Population  —  depending  upon  migration  and 
fertility  and  death  rates. 

•  Labour  force  —  depending  mainly  on  age  dis¬ 
tribution  of  population  but,  to  some  extent, 
on  economic  circumstances  and  social 
trends. 

There  are  clearly  some  important  imponder¬ 
ables  here;  but  based  on  past  trends  and  on 
considered  opinions  as  to  future  attitudes  to 
work,  employment,  retirement,  hours  of  work, 
and  vacations,  the  following  assumptions  have 
been  made: 

i)  The  fertility  rate  for  Canada  and  Ontario  is 
2.13  children  per  woman  of  child-bearing 
age. 

ii)  Immigration  to  Ontario  will  amount  to 
60,000  per  year.  Of  this  total,  45,000  will 
come  from  abroad  and  15,000  from  within 
Canada,  each  year.  Net  migration  to  Can¬ 
ada  from  abroad  is  assumed  to  be  100,000 
per  year. 

iii)  The  participation  rate  for  the  primary 
population  (men  25  to  54  years  of  age)  is 
assumed  to  96  per  cent. 

iv)  The  participation  rate  for  the  secondary 
population  (men  14  to  24,  men  55  to  65, 
and  women  14  to  65)  varies  over  the  fore¬ 
cast  period.  This  rate  is  endogenously 
determined  since  it  is  related  to  the  rate  of 
unemployment  and  the  level  of  wages. 

2.  Government  Socio-Economic  Policies 

Government  socio-economic  policies  extend 
over  a  very  wide  range  from  the  fiscal  and 
monetary  areas  through  trade  and  investment 
to  labour  and  social  welfare.  Some  of  these 
components  are  difficult  to  anticipate  fully,  but 
trends  and  pronouncements  may  be  taken  as 
indicators  of  the  broad  shape  of  developments. 
Assumptions  about  some  of  the  major  policy 
instruments  which  would  influence  long-term 


economic  activity  in  Canada  are  outlined 

below: 

i)  Taxation  rates  in  all  categories  are  set  at 
the  levels  proposed  by  the  1972  and  1973 
federal  budgets,  and  as  levied  by  provincial 
and  municipal  authorities  during  the  latter 
part  of  1972. 

ii)  Government  current  expenditures  on  goods 
and  services  (total,  all  levels  of  govern¬ 
ment)  are  projected  as  a  first  approxima¬ 
tion  on  the  basis  of  demographic  trends 
and  services  provided  by  the  public  sector. 
Adjustments  were  then  made  on  the  basis 
of  the  resulting  overall  forecast  to  deal 
with  the  problem  of  fiscal  drag  and  to  pro¬ 
duce  a  new  overall  forecast. 

iii)  Government  capital  expenditures  (total,  all 
levels  of  government)  are  projected  on  the 
basis  of  trends  and  capital  projects  associ¬ 
ated  with  public  services. 

iv)  Government  transfer  payments  (total,  all 
levels  of  government)  consist  mainly  of 
transfers  to  persons  and  interest  payments 
on  the  public  debt  but  include  minor 
items,  such  as  subsidies.  Transfer  payments 
to  persons  are  first  projected  on  the  basis 
of  demographic  changes  and  trends  in 
social  policy  and  then  adjusted  to  take 
account  of  forecast  economic  conditions  of 
inflation  and  unemployment.  Interest  on 
the  public  debt  is  assumed  to  grow  at  an 
annual  rate  of  8  per  cent. 

v)  Ontario  Government  outlays  at  both  the 
provincial  and  municipal  levels  are  assumed 
to  grow  at  the  same  rate  as  all  government 
spending  for  Canada  as  a  whole.  No  distinc¬ 
tion  is  made  in  the  ONFORM  model  be¬ 
tween  current  and  capital  outlays  by  the 
governments  at  the  regional  level. 

vi)  The  money  supply  is  assumed  to  increase 
by  10  per  cent  per  year  starting  in  1974. 
Canadian  interest  rates  are  endogenously 
determined. 

vii)  Housing  policy  is  represented  by  the  total 
number  of  units  started  each  year.  No  ex¬ 
plicit  policy  measures  are  implied  by  this 
assumption,  although  there  is  a  general  ex¬ 
pectation  that  governments  will  act  on 
many  fronts  to  meet  these  projections. 

viii)  Government  investment  required  to  com¬ 
plement  resource  projects  of  major  magni¬ 
tude  has  not  been  included  in  the  forecast. 
The  Mackenzie  Valley  Pipeline  is  a  major 
project,  in  these  terms,  and  its  implications 
are  thus  not  included  in  the  forecast. 
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3.  International  Conditions 

International  trade  conditions  could  have  a 
significant  effect  on  the  Canadian  and  Ontario 
economies  over  the  next  decade  or  more.  World 
trade  conditions  are  particularly  difficult  to 
predict  at  this  time,  and  the  scenario  presented 
here  represents  only  one  of  many.  Some  of  the 
relevant  figures  employed  in  this  forecast  were 
derived  from  indications  of  U.S.  forecasters, 
and  some  were  based  on  historical  projections. 
International  monetary  developments  in  early 
1973  were  incorporated  in  the  patterns  of 
change  in  international  variables.  The  most  im¬ 
portant  assumptions  about  international  condi¬ 
tions  that  have  been  made  in  this  forecast  are: 

i)  U.S.  real  GNP  will  grow  by  about  5.6  per 
cent  in  1973,  just  under  4  per  cent  in 
1974-75,  close  to  5  per  cent  in  1976-77, 
and  4  per  cent  per  year  thereafter. 

ii)  The  price  deflator  for  U.S.  GNP  will  in¬ 
crease  by  close  to  3.5  per  cent  per  year  in 
the  period  1973-75  and  slightly  less  there¬ 
after. 

iii)  World  exports  in  volume  terms  will  grow 
by  more  than  7  per  cent  per  year  in  the 
period  1973-75  and  by  about  6.5  per  cent 
thereafter. 

iv)  The  U.S.  dollar  price  of  world  exports  will 
increase  by  close  to  4.5  per  cent  per  year 
to  1975  and  by  about  3  per  cent  per  year 
thereafter.  The  U.S.  dollar  price  of  Can¬ 
adian  imports  will  follow  a  similar  pattern. 

v)  Yields  on  U.S.  Treasury  bills  and  long-term 
bonds  are  set  at  5  per  cent  and  6.1  per  cent 
respectively  over  the  period  1973-85. 


Ill  -  PATTERNS  OF  GROWTH 

In  this  section,  the  forecast  behaviour  of  major 
aggregates  in  the  Canadian  and  Ontario  eco¬ 
nomies  is  described.  The  broad  picture  is  pre¬ 
sented  in  terms  of  aggregate  output  and  de¬ 
mand,  employment  and  income,  prices,  and  in¬ 
ternational  transactions.3  The  outlook  for  Can¬ 
ada  as  a  whole  covers  not  only  this  decade  but 
also  the  first  half  of  the  1980’s,  whereas  cover¬ 
age  for  Ontario  extends  to  1980.  There  are  two 
reasons  for  this.  Firstly,  the  further  one  looks 
into  the  future,  the  more  obscure  it  becomes; 
and  while  this  is  true  of  the  factors  determining 
the  course  of  both  the  national  and  regional 
economies,  the  obscurity  at  any  given  future 
date  is  more  intense  at  the  regional  level.  Sec¬ 
ondly,  the  data  base  used  in  developing  the 
two-region  ONFORM  econometric  model 
(which  determines  the  distribution  of  economic 


Table  I  —  Output  and  Spending  —  Canada  and  Ontario 
(Per  Cent  Average  Annual  Growth  Rates) 

Canada 

Ontario 

1961-70 

1971-80 

1971-85 

1961-70 

1971^^ 

GNP,  GPP 

5.6 

5.2 

4.9 

6.4 

5.6 

Consumption  Expenditures 

5.1 

5.8 

5.3 

5.6 

6.6 

Government  Expenditures 

5.8 

4.8 

5.1 

5.8 

4.8 

Business  Investment 

Residential 

4.9 

1.1 

0.8 

7.1 

2.5 

Non-Residential 

5.0 

3.2 

2.4 

6.5 

4.5 

Machinery  and  Equipment 

8.8 

6.0 

6.5 

9.9 

5.4 

Exports 

10.7 

5.6 

5.6 

11.2 

5.6 

Imports 

9.3 

6.2 

6.0 

8.0 

6.3 

Note:  Computed  from  1961  Constant  Dollar  Values. 

Source:  Based  on  data  from  Statistics  Canada  and  estimates  by  the 

Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 


activity  between  Ontario  and  the  Rest  of 
Canada)  is  somewhat  less  than  adequate  to  jus¬ 
tify  forecasting  over  a  rather  long  period. 

1 .  Aggregate  Output  and  Demand 

Table  I  shows  the  growth  rates  in  the  main 
aggregate  expenditure  variables.  Canada’s  real 
GNP  could  increase  at  an  average  annual  rate  of 
5.2  per  cent  in  the  1970’s,  as  compared  with 
5.6  per  cent  in  the  1960’s.  It  may  be  noted, 
however,  that  the  4.9  per  cent  average  for  the 
1971-85  period  is  about  the  same  as  that  for 
the  previous  fifteen  years.  Ontario’s  real  GPP, 
which  recorded  a  6.4  per  cent  average  annual 
growth  in  the  1960’s,  will  gain  5.6  per  cent  per 
year  in  the  1970’s. 

It  would  appear  that  in  the  1960’s  the  main 
impetus  to  growth  came  from  business  capital 
expansion  and  a  strengthening  foreign  trade  bal¬ 
ance.  This  was  associated  with  the  Auto  Pact 
and  a  relatively  low  fixed  exchange  value  for 
the  Canadian  dollar.  Ontario,  with  its  manu¬ 
facturing  base  stimulated  by  the  auto  industry, 
was  the  major  beneficiary  in  these  circum¬ 
stances.  Automotive  exports,  mainly  to  the 
United  States,  brought  the  foreign  balance  to  a 
surplus  position  as  the  industry  grew  exponenti¬ 
ally. 

In  the  present  decade  it  seems  unlikely  that 
such  momentum  will  persist.  Ontario’s  decelera¬ 


tion  would  then  be  reflected  in  Canada’s  overall 
performance.  Business  capital  expansion  is  ex¬ 
pected  to  moderate  in  growth,  when  comp;^^ 
with  the  1960’s;  and  the  foreign  balance  is  s^m 
as  exerting  some  drag  on  the  growth  path.  Un¬ 
doubtedly,  the  currency  alignments  of  late 
1971  and  early  1973  could  enable  Canada  to 
make  export  gains  in  markets  other  than  that  of 
the  United  States.  But  with  the  growth  in  ex¬ 
ports  to  the  United  States  decelerating,  gains  in 
other  markets  are  unlikely  to  be  so  large  as  to 
produce  the  same  kind  of  impact  that  the  Auto 
Pact  made  in  the  1960’s.  Table  I  suggests  that, 
unlike  the  situation  in  the  1960’s,  imports 
could  grow  faster  than  exports  in  the  period 
1971-85  —  especially  in  this  decade  —  and  that 
the  slower  GNP  growth  in  the  1970’s  is  largely 
attributable  to  intensified  foreign  leakage. 
Counteracting  this  negative  factor  to  some 
extent,  however,  is  a  somewhat  faster  growth  in 
consumption  spending  in  the  1970’s,  relative  to 
the  earlier  decade.  This  is  due  in  part  to  fiscal 
reform. 

The  forecasting  methodology  used  for  this 
study  does  not  presume  that  the  economy  will 
follow  a  smooth  full  employment  growth  path. 
Many  of  the  exogenous  variables  are  assumed  to 
grow  at  variable  rates,  and  the  growth  pathsjjf 
endogenous  variables  then  emerge  from  the  l 
nomic  system’s  intricate  interdependencies 
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both  a  concurrent  and  a  lagged  sense).  There  is 
no  constraint  that  markets  for  goods  and  ser¬ 
vices  and  factors  be  equilibrated  in  each  period. 
However,  the  floating  exchange  rate  is  used  as 
an  equilibrating  device  for  the  balance  of  pay- 
ilflps.  Given  the  possibilities  for  disequilibrium 
Bme  of  the  aggregate  markets,  adjustments 
are  allowed  to  work  themselves  out  over  time. 
With  variable  growth  rates  in  exogenous  factors 
imposed  upon  such  adjustments,  the  paths  of 
major  aggregates  exhibit  “cyclical  growth”  over 
the  forecast  horizon. 

Figure  I  shows  the  year-to-year  rates  of  in¬ 
crease  in  Canada’s  real  GNP  and  Ontario’s  real 
GPP.  Strong  growth  from  1971  to  1974  is  ex¬ 
pected  to  give  way  to  a  marked  slowing  down 
about  1975.  The  next  expansion  culminates  in 
about  1978,  and  the  growth  cycle  troughs  in 
the  early  1980’s.  During  the  1970’s,  Ontario’s 
pattern  of  growth  is  likely  to  be  similar  to  that 
of  Canada.  If,  in  the  latter  half  of  the  decade, 
major  energy  developments  occur  in  Western 
Canada,  Ontario’s  growth  may  be  closer  to 
Canada’s  average,  but  the  forecast  does  not  in¬ 
clude  this  factor. 

The  pattern  of  private  investment  in  Canada 
is  shown  in  Figure  II.  The  total  number  of 
housing  units  started  each  year  is  assumed  to  be 
about  250,000  until  1977,  rising  to  about 
262,000  in  the  early  1980’s.  These  totals  are 
very  similar  to  those  projected  by  the  Eco- 

*ic  Council  of  Canada.4  The  composition  of 
;  totals,  as  between  single  and  multiple 
dwelling  units,  also  follows  the  Council’s  pro¬ 
jections.  It  should  be  noted  that  much  of  the 
volatility  associated  with  residential  construc¬ 
tion  has  been  removed  in  the  projections  for 
this  decade.  Real  residential  construction  ex¬ 
penditures,  which  are  based  upon  housing 
starts,  are  therefore  relatively  constant  over  the 
forecast  period.  Real  expenditures  on  non- 
residential  construction  and  machinery  and 
equipment  grow  unevenly,  but  the  trend  in  the 
construction  component  is  less  steep  than  that 
in  machinery  and  equipment.  The  overall  result 
of  the  phasing  in  these  categories  of  investment 
is  a  slowing  down  in  1974  and  1975,  rapid  ex¬ 
pansion  in  the  rest  of  the  decade,  and  contrac¬ 
tion  in  the  early  1980’s. 

On  the  question  of  regional  disparities,  the 
forecast  indicates  a  faster  rate  of  expansion  for 
Ontario  than  that  for  the  Rest  of  Canada.  In 
per  capita  terms,  Ontario’s  real  GPP  could  rise 
from  the  1970  level  of  $3,400  to  $5,000  by 
1980.  For  Canada  as  a  whole,  per  capita  GNP  is 
expected  to  increase  from  $3,000  in  1970  to 
$4^300  by  1980.  Despite  DREE  and  other  pub- 
J  l^^easures,  the  income  gap  will  thus  widen  as 
the  decade  closes,  but  the  rate  at  which  Ontario 


will  gain  over  the  rest  of  the  country  will  be 
slower  than  that  during  the  1960’s. 

2.  Employment  and  Income 
The  growth  of  the  Canadian  labour  force  is  not 
exogenously  determined  in  the  forecast.  As 
mentioned  earlier,  the  primary  labour  force  is 
assumed  to  be  about  96  per  cent  of  the  primary 
population  (males  25  to  54  years  of  age)5 ,  so 
that  growth  in  this  component  depends  on 
demographic  changes.  However,  the  secondary 
labour  force  participation  rate  is  related  to  eco¬ 
nomic  factors;  growth  in  the  secondary  labour 
force  thus  depends  on  both  demographic 
changes  and  economic  activity.  Figure  III  shows 
the  forecasts  for  labour  force  growth  in  Canada 
and  Ontario.  The  relatively  high  rates  of  growth 
recorded  in  the  early  1970’s  —  well  over  3.1  per 
cent  for  Canada  and  over  3.5  per  cent  for  On¬ 
tario  —  are  expected  to  decline  in  the  mid- 
1970’s  and  to  settle  at  about  2.9  per  cent  by 
the  end  of  this  decade.  As  Table  II  shows,  the 
difference  between  the  average  growth  for  the 
1970’s  and  that  for  the  1960’s  will  be  fairly 
small  for  Canada,  but  almost  nil  for  Ontario. 

Employment  growth  for  both  Canada  and 
Ontario  could,  on  the  average,  be  higher  in  the 
1970’s  than  that  in  the  previous  decade.  Until 
quite  late  in  this  decade,  the  employment 
growth  rate  is  likely  to  exceed  the  labour  force 
growth  rate;  but  in  subsequent  years  little  dif¬ 
ference  in  the  rates  is  expected.  The  patterns  of 
employment  growth  are  depicted  in  Figure  IV. 

With  these  patterns  emerging  for  the  labour 
force  and  employment,  it  is  expected  that  the 
Canadian  unemployment  rate  will  gradually  fall 


to  about  4  per  cent  by  1980,  and  thereafter 
fluctuate  around  this  level.  For  Ontario,  a  more 
rapid  decline  in  the  unemployment  rate  in 
1973-75  is  forecast;  and  as  Figure  V  shows, 
from  the  mid-1970’s  onwards  the  rate  will  vary 
between  3.3  and  4  per  cent.  These  results  for 
Canada  and  Ontario  are  attributable  to  general¬ 
ly  buoyant  economic  activity  as  well  as  a 
slowing  down  in  the  growth  of  the  labour  force, 
after  a  period  of  rapid  expansion  in  the  early 
1970’s. 

Labour  income  —  wages,  salaries,  and  supple¬ 
mentary  income  —  will  grow  in  nominal  terms 
at  an  average  annual  rate  of  about  1 1  per  cent 
over  the  period  1971-85.  This  is  sufficiently 
rapid  to  provide  for  an  increase  in  real  wages 
(using  the  GNP  deflator)  of  about  3  per  cent, 
per  year,  per  employed  person  in  Canada.  Net 
corporate  profits  will  fluctuate  with  the  swings 
in  activity  over  the  period,  but  the  underlying 
growth  factor  will  be  about  7  per  cent  per  year. 

Personal  income  is  forecast  to  grow  at  about 
10.5  per  cent  per  year  in  Canada  between  1971 
and  1985.  This  is  still  larger  than  the  growth  in 
disposable  income,  despite  the  fiscal  reforms 
implemented  in  the  first  few  years  of  the  1970’s 
and  the  proposed  changes  for  subsequent  years. 
However,  the  difference  between  the  average 
growth  rate  for  personal  income  and  that  for 
disposable  income  is  smaller  in  the  1970’s  than 
that  in  the  1960’s  —  fiscal  reform  undoubtedly 
helps  to  account  for  this.  Using  the  GNP  defla¬ 
tor,  one  expects  real  disposable  income  per  per¬ 
son  in  Canada  to  grow  at  a  fractionally  higher 
rate  in  this  decade  than  the  3.5  per  cent  average 
annual  recorded  in  the  1960’s.  In  general, 


Table  II  —  Labour  Force,  Employment,  and  Income  —  Canada  and  Ontario 
(Per  Cent  Average  Annual  Growth  Rates) 


Canada 

Ontario 

1961-70  1971-80  1971-85 

1961-70  1971-80 

Labour  Force 

3.0 

3.1 

2.9 

3.2 

3.2 

Employment 

3.2 

3.3 

3.1 

3.3 

3.4 

Personal  Income  1 

10.1 

10.9 

11.1 

10.7 

11.5 

Personal  Disposable 

Income  1 

8.6 

10.4 

10.5 

9.1 

10.8 

1  Computed  from  current  dollar  values 

Source:  Based  on  data  from  Statistics  Canada  and  estimates  by  the 

Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 
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GROSS  PRIVATE  FIXED  INVESTMENT  IN  CANADA 
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income  growth  in  Ontario  could  be  slightly 
higher  than  overall  growth  in  Canada,  but  cyclical 
patterns  are  expected  to  be  much  the  same. 

Figure  VI  shows  for  selected  years  the  dis¬ 
position  of  personal  income  in  Canada.  Over 

«long  term,  the  portion  absorbed  in  taxes 
d  rise  from  about  19  per  cent  in  the  first 
of  the  1970’s  to  close  to  23  per  cent  by  the 
mid- 1980’s.  This  would  be  mainly  at  the  expense 
of  consumption  spending,  whose  share  is  likely 
to  decline  from  about  76  per  cent  in  1970  to 
about  72  per  cent  by  1985. 

3.  Prices 

Table  III  summarizes  the  price  aspects  of  the 
forecast.  In  general,  higher  rates  of  inflation  are 
forseen  in  this  decade  than  those  experienced  in 
the  last  decade.  And  this  prospect  stands  out 
more  than  any  other  in  the  aggregate  picture. 
Two  factors  of  fundamental  importance  to 
this  result  are  the  recent  international  monetary 
adjustments  and  a  relatively  high  utilization 
of  production  capacity  at  home.  Depreciation 
of  the  Canadian  and  U.S.  currencies,  vis-a-vis 
major  world  currencies  from  1971  to  1973, 
will  have  lagged  effects  for  quite  some  time 
as  prices  of  imports  into  Canada  adjust  upwards. 
Domestic  factors,  however,  appear  to  con¬ 
tribute  more  than  international  factors  to 
the  inflationary  outcome.  Activity  in  which  do¬ 
mestic  content  predominates  —  residential  and 


Table  IV  —  Balance  of  Payments  — 
(Billions  of  dollars) 

Selected  Items 

Year 

Merchandise 

Balance 

Services 

Balance 

Current  Account 

Balance 

(including  Transfers) 

Net  Long-Term 
Capital  Inflow 

1960 

-.15 

.96 

-1.23 

.93 

1965 

.12 

-1.28 

-1.13 

.86 

1970 

2.91 

-2.02 

1  04 

.74 

1975 

1.01 

-3.27 

-1.93 

2.13 

1980 

1.97 

-5.48 

-3.04 

3.55 

1985 

3.59 

-8.24 

-4:03 

4.63 

Source: 

Based  on  data  from  Statistics  Canada  and  estimates  by  the 

Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 

non- residential  construction,  government  pur¬ 
chases,  and  spending  on  consumer  non-durables 
and  services  —  is  forecast  to  show  the  most 
rapid  rates  of  price  increase.  The  course  for  the 
rate  of  unemployment  suggests  that  the  econ¬ 
omy  could  operate  fairly  close  to  capacity  for  a 
large  part  of  the  period,  with  expected  bottle¬ 
necks  and  shortages.  This  will  be  especially  true 


in  the  case  of  construction  activity,  where  the 
supply  of  skilled  manpower  is  not  entirely  elas¬ 
tic.  The  price  deflator  for  GNP  is  forecast  to 
rise  at  a  4.9  per  cent  average  annual  rate  to 
1980,  and  slightly  more  slowly  thereafter.  The 
time  pattern  of  change  in  this  index  is  por¬ 
trayed  in  Figure  VII. 


• _ 

Table  III  —  Implicit  Price  Indices  —  Canada 
(Per  Cent  Average  Annual  Rates  of  Change) 


1961-70 

1971-80 

1971-85 

GNP 

3.4 

4.9 

4.8 

Consumption  —  Durables 

1.3 

2.1 

2.0 

-  Other 

3.1 

4.4 

4.6 

Residential  Construction 

4.1 

8.9 

9.5 

Non-Residential  Construction 

3.9 

6.9 

7.2 

Machinery  and  Equipment 

2.4 

3.6 

3.6 

Imports 

2.0 

3.6 

3.5 

Exports 

2.1 

3.7 

3.7 

Government  Expenditure  —  Current 

5.7 

5.4 

5.3 

—  Capital 

3.4 

3.9 

3.9 

jmirce:  Based  on  data  from  Statistics  Canada  and  estimates  by  the 

Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 


4.  International  Transactions 

Total  exports  of  goods  and  services  from  Can¬ 
ada  can  be  expected  to  grow  in  real  terms  at  an 
average  annual  rate  of  5.6  per  cent  between 
1971  and  1985,  with  the  merchandise  com¬ 
ponent  somewhat  more  buoyant  than  the  ser¬ 
vices  component.  On  the  other  hand,  total  im¬ 
ports  of  goods  and  services  into  Canada  could 
grow  in  real  terms  at  an  average  annual  rate  of  6 
per  cent  over  the  same  period,  with  merchan¬ 
dise  imports  growing  slightly  more  slowly  than 
service  imports. 

Import  prices  are  likely  to  follow  a  similar 
pattern  as  export  prices  over  most  of  the  fore¬ 
cast  period,  with  rates  of  increase  fluctuating 
between  2.5  and  5.5  per  cent  per  year.  During 
1973-76,  however,  the  rate  of  increase  in  im¬ 
port  prices  could  average  close  to  4.5  per  cent 
per  year;  while  export  prices  could  increase  at 
just  under  4  per  cent  per  year.  These  results  in 
the  near  future  reflect  in  large  measure  the  re¬ 
cent  currency  realignments. 

Table  IV  shows  selected  items  in  Canada’s 
Balance  of  Payments  for  certain  years.  The  mer¬ 
chandise  surplus  is  forecast  to  fall  during  the 
mid-1970’s;  thereafter,  to  rise  steadily.  How¬ 
ever,  the  services  deficit  increases  steadily  over 
the  forecast  period,  with  the  net  result  that  the 
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current  account  deficit  increases  to  about  $4 
billion  by  1985.  The  current  account  balance  — 
as  a  prbportion  of  GNP  —  rose  from  -3.2  per 
cent  in  1960  to  a  maximum  of  1.2  per  cent  in 
1970,  but  it  will  fall  in  the  forecast  period  and 
settle  at  about  -1.3  per  cent  from  the  mid-1 970’s 
onwards. 

Long-term  net  capital  inflows  will  be  more 
than  sufficient  to  offset  the  current  account  de¬ 
ficit,  but  increasing  net  short-term  outflows 
characterize  most  of  the  period. 

If,  as  is  assumed,  the  Canadian  dollar  is 
allowed  to  float  freely,  its  value  in  relation  to 
the  U.S.  dollar  could  gradually  decline  to  a  5 
per  cent  discount  by  1980;  thereafter,  it  is  like¬ 
ly  to  fluctuate  between  a  2.5  and  5.5  per  cent 
discount. 


IV  -  THE  GOVERNMENT  SECTOR 

For  the  purpose  of  the  forecast,  the  activity  of 
all  levels  of  government  in  Canada  is  represent¬ 
ed  in  several  dimensions.  Through  the  annual 
budget  in  the  National  Accounts  framework, 
governments  are  viewed  as  providers  of  goods 
and  services,  employers  of  resources,  and  policy 
makers  capable  of  regulating  the  economy  in 
active  and  reactive  ways.  Also,  through  the 
Cash  Budget  and  monetary  policy,  the  financial 
implications  of  government  activity  are  derived. 
The  treatment  of  the  major  features  of  the 
government  sector  from  the  National  Accounts 
viewpoint  are  briefly  described  in  this  section, 
and  the  financial  aspects  are  discussed  in  the 
next  section  on  Capital  Markets. 

1 .  Government  Expenditures 

For  projection  purposes,  spending  by  all  levels 
of  government  on  goods  and  services  is  disaggre¬ 
gated  according  to  the  economic  functions  pro¬ 
vided  by  the  public  sector.  Essentially,  these  are 
transportation  and  communications,  health, 
social  welfare,  education,  and  all  others  com¬ 
bined. 

Based  on  demographic  changes,  past  trends, 
and  anticipated  developments,  these  functions 
will  vary  in  emphasis  over  the  period  to  1985. 
The  pressure  for  urbanization  is  expected  to  re¬ 
sult  in  a  15  per  cent  annual  rate  of  growth  in 
spending  on  transportation  and  communica¬ 
tions,  while  population  demands  for  health  and 
welfare  services  will  lead  to  a  15  to  18  per  cent 
annual  rate  of  growth  in  spending  in  these 
areas.  On  the  other  hand,  with  the  education 
infrastructure  developed  in  the  late  1960’s  and 
with  a  declining  proportion  of  the  population 
in  the  school-age  group,  spending  on  education 
could  grow  by  less  than  10  per  cent  per  year  in 


Table  V  —  Estimated  Percentage  Distribution  of  Government  Expenditures  1 
on  Goods  and  Services 
(Averaged  over  three-year  periods) 


1963-65 

1968-70 

1973-75 

1978-80 

1983- 

Transportation  and  Communications 

21.0 

15.4 

16.8 

20.0 

22.0 

Health  and  Social  Welfare 

6.6 

9.0 

12.7 

15.6 

17.4 

Education 

15.3 

28.0 

24.0 

21.6 

21.0 

Other2 

57.1 

47.6 

46.5 

42.8 

39.6 

1  All  levels  of  government  combined. 

2 Includes  defence,  security,  public  administration,  and  some  smaller  items. 


Source:  Based  on  data  from  Statistics  Canada  and  estimates  by  the 

Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 


the  forecast  period.  Consequently,  as  shown  in 
Table  V,  the  proportion  of  government  expen¬ 
diture  on  goods  and  services  allocated  to  trans¬ 
portation  and  communications,  health  and  wel¬ 
fare  will  increase  at  the  expense  of  education, 
defence,  and  public  administration. 

Looking  at  government  expenditures  on 
goods  and  services  from  another  angle,  one  can 
expect  the  growth  in  current  spending  to  mod¬ 
erate  from  the  13  per  cent  per  year  established 
in  the  early  1970’s  to  about  10  per  cent  per 
year  in  the  remainder  of  the  decade  and  to  ex¬ 
ceed  10  per  cent  in  the  1980’s.  Capital  spend¬ 
ing,  however,  which  expanded  sharply  between 
1971  and  1973  as  a  stimulative  device,  is  pro¬ 
jected  to  follow  a  more  normal  9  per  cent  an¬ 
nual  growth  path  from  the  mid-1970’s  onwards. 

Apart  from  spending  on  goods  and  services, 
governments  make  interest  payments  on  the 
public  debt  and  operate  programs  mainly  in  the 
health,  education,  labour,  and  social  welfare 
areas,  which  involve  transfer  payments  to  per¬ 
sons.  Excluding  interest  on  the  debt,  transfers 
grew  at  varying  rates  (between  15  and  20  per 
cent  annually)  in  the  period  1967-72.  This 
arose  from  changes  in  the  health  and  welfare 
programs  and  unemployment  benefits  struc¬ 
ture,  and  from  increasing  unemployment  and 
an  ageing  population.  In  the  years  ahead,  with  a 
better  employment  performance  and  some  ex¬ 
pansion  in  the  social  security  area,  transfers  will 
increase  at  rates  between  10  and  12  per  cent 
annually.  The  Old  Age  Assistance  component  is 
projected  to  grow  by  12  to  16  per  cent  annual¬ 
ly  as  the  proportion  of  beneficiaries  continues 
to  increase,  and  built-in  adjustments  for  infla¬ 
tion  take  place. 


It  is  assumed  that  in  order  to  provide  the 
community  with  various  economic  and  social 
services,  direct  employment  by  governments 
will  grow  by  just  over  5  per  cent  per  year,  and 
that  the  wage  bill  for  governments  will  increase 
by  about  11.5  per  cent  per  year  in  the  forecast 
period. 


ta^^ 


2.  Government  Revenues 
The  main  sources  of  government  revenues 
personal  income  taxes  and  other  direct  t £ 
paid  by  persons,  corporate  income  taxes,  in¬ 
direct  taxes,  and  investment  income.  Minor 
sources  include  withholding  taxes  and  levies, 
such  as  health  care  premiums. 

In  forecasting  revenues,  it  is  assumed  that 
tax  rates  would  prevail  in  accordance  with  re¬ 
cent  tax  reform  proposals  and  federal  budget¬ 
ary  changes.  Hence  higher  levels  of  deductions 
and  lower  tax  rates  for  certain  taxpayers  as  well 
as  corporations  are  incorporated  in  future  tax 
yields.  Also,  from  1974  onwards,  indexing  of 
personal  income  taxes  is  assumed. 

In  the  personal  income  tax  field,  it  is  esti¬ 
mated  that  the  ratio  of  assessed  income  to  per¬ 
sonal  income  will  rise  from  its  present  level  of 
78  per  cent  to  83  per  cent  in  1985,  while  the 
ratio  of  taxable  income  to  personal  income  will 
rise  from  the  present  50  per  cent  to  60  per  cent 
in  1985.  Despite  indexing  (which  partially  off¬ 
sets  inflationary  effects  on  revenues),  growth  in 
personal  income  combined  with  shifts  in  the 
distribution  of  income  under  a  progressive  tax 
rate  structure  will  generate  revenue  growth 
averaging  over  12  per  cent  per  year  between 
1973  and  1985.  Other  personal  direct  ta^£ 
such  as  contributions  to  government  pension 


13 


funds,  will  grow  by  about  1 1  per  cent  per  year. 

Corporate  income  taxes  are  forecast  to  fluc¬ 
tuate  greatly  in  the  forecast  period  as  the  profit 
base  varies  over  the  cycle.  Lower  tax  rates  over 
the  next  few  years,  combined  with  the  assumed 
(J^Bnuation  of  the  recent  accelerated  depreci- 
■i  measures,  could  slow  down  the  growth  in 
revenue  from  this  source. 

Given  the  forecast  for  inflation,  indirect 
taxes,  based  largely  on  expenditures  on  con¬ 
sumption,  investment,  and  imports,  will  grow 
by  about  10  per  cent  per  year,  with  a  cyclical 
pattern  imposed  by  these  spending  com¬ 
ponents.  Investment  income  from  the  various 
government  funds  will  increase  by  9.5  to  10.5 
per  cent  per  year  over  the  period. 

Because  of  these  different  growth  patterns  in 
the  revenue  components,  the  share  of  personal 
direct  taxes  in  total  revenues  will  increase  from 
about  38  per  cent  at  the  start  of  this  decade  to 
about  46  per  cent  by  1985,  while  the  share  of 
indirect  taxes  will  be  relatively  constant  at  37 
per  cent,  and  corporate  taxes  will  decline  in 
significance. 


3.  The  Surplus-Deficit  Position 

Table  VI  shows  for  selected  years  the  relation¬ 
ship  between  the  Gross  National  Product  and 
the  combined  budget  of  all  governments  in  the 
National  Accounts  framework. 

Over  the  long  term,  the  ratio  of  government 
spending  to  GNP  is  seen  to  rise  slightly,  after 
attaining  a  plateau  in  this  decade.  Revenue 
growth  is  curbed  by  recent  and  proposed  tax 
policy  during  1972-74;  thereafter,  revenue  will 
grow  faster  than  GNP,  and  the  deficits  of  the 
early  1970’s  created  by  discretionary  fiscal 
policy  disappear  in  the  mid-1970’s. 

Despite  indexing  of  personal  income  taxes, 
there  still  exists  a  strong  tendency  for  fiscal 
drag  in  the  economy.  In  this  forecast  it  is 
assumed  that  government  will  react  with  discre¬ 
tionary  measures  to  deal  with  potentially  large 
surpluses  occurring  from  1977  onwards.  Of  the 
variety  of  measures  possible,  it  is  assumed  that 
spending  on  goods  and  services  will  be  in¬ 
creased,  and  that  transfer  payments  to  persons 
will  be  raised  in  an  effort  to  return  some  of  the 
fiscal  dividend  to  the  private  economy.  The 


Table  VI  —  Government  Budget  in  Relation  to  GNP 


1970 

1971 

1975 

(Per  Cent) 

1980 

1985 

^^nding  on  Goods  and  Services 

23.1 

23.7 

23.4 

23.3 

24.8 

Current  Expenditures 

19.4 

19.7 

19.9 

20.0 

21.4 

Capital  Expenditures 

3.7 

4.0 

3.5 

3.3 

3.4 

Transfer  Payments 

13.2 

14.0 

14.3 

13.9 

14.6 

Transfers  to  Persons 

8.1 

8.9 

9.7 

9.9 

11.0 

Interest  on  Debt 

3.8 

3.8 

3.6 

3.3 

3.2 

Other 

1.3 

1.3 

1.0 

.8 

.4 

TOTAL  GOVERNMENT  EXPENDITURE 

36.3 

37.7 

37.7 

37.2 

39.5 

Revenues 

Personal  Direct  Taxes 

13.5 

13.9 

14.3 

15.5 

17.4 

Corporate  Income  Tax 

3.6 

3.7 

3.0 

2.5 

2.0 

Indirect  Taxes 

14.1 

14.0 

14.0 

14.0 

13.8 

Other 

4.7 

4.7 

4.5 

4.4 

4.4 

TOTAL  GOVERNMENT  REVENUES 

35.9 

36.3 

35.8 

36.4 

37.6 

Government  Capital  Consumption 

Allowances 

1.4 

1.3 

1.3 

1.4 

1.5 

Surplus(+)  or  Deficit  (— )J 

1.0 

.1 

-.6 

.6 

-.4 

1  The  Surplus  is  the  positive  difference  between  the  Total  of  Revenues  and  Capital  Consumption 
Allowances  and  Total  Government  Expenditure. 


tou /rce :  Based  on  data  from  Statistics  Canada  and  estimates  by  the  Ministry  of  Treasury,  Economics 
and  Intergovernmental  Affairs. 


effects  of  these  measures  are  reflected  in  a 
rather  balanced  relationship  between  the  bud¬ 
get  and  GNP  over  the  forecast  horizon. 

V  -  CAPITAL  MARKETS 

In  this  section,  certain  aspects  of  the  financing 
of  Canada’s  economic  activity  to  1985  are  con¬ 
sidered.  Under  general  conditions  of  monetary 
policy  set  by  the  Bank  of  Canada,  the  capital 
markets  serve  in  the  process  of  allocating  funds 
between  borrowers  and  lenders  and  provide  for 
liquidity  of  non-monetary  financial  assets.  As 
part  of  the  economic  forecast,  the  financial  pic¬ 
ture  is  summarized  in  terms  of  Canada’s  overall 
capital  requirements  and  the  availability  of  do¬ 
mestic  savings,  interest  rates,  governments’  fi¬ 
nancial  positions,  the  financing  of  private  busi¬ 
ness  investment,  and  mortgage  financing. 

1 .  Aggregate  Investment  and  Saving 

Gross  Capital  Formation  in  Canada  could  grow 
in  nominal  terms  at  an  average  annual  rate  of 
about  9  per  cent  to  1985.  Such  growth,  how¬ 
ever,  will  take  place  with  fluctuations  not  un¬ 
like  those  of  the  past.  These  fluctuations  will 
reflect  essentially  the  variations  in  real  invest¬ 
ment  (shown  in  Figure  II)  as  prices  seem  to 
move  steadily  upwards.  Government  capital 
formation,  which  is  assumed  to  grow  by  about 
9  per  cent  over  most  of  the  period,  and  resi¬ 
dential  construction,  which  is  based  on  the  ex¬ 
pected  number  of  housing  units  started,  are 
projected  to  follow  smoother  trends  than  those 
of  the  past. 

Spending  by  business  on  plant  and  equip¬ 
ment  and  inventories,  however,  will  exhibit  his¬ 
torical  volatility.  This  is  because  the  equations 
used  for  predictions  of  real  investment  incor¬ 
porate  the  past  behaviour  of  the  utility  and 
resource  sectors  (as  well  as  manufacturing  and 
services),  and  foreseeable  expansion  patterns  in 
power  plants,  transportation,  and  resource 
development  are  well  within  our  realm  of  ex¬ 
perience.  As  mentioned  earlier,  the  one  major 
exception  is  the  Mackenzie  Valley  Gas  Pipeline 
Project,  whose  effects  are  excluded  from  the 
forecast. 

Gross  public  and  private  investment  in  hous¬ 
ing,  plant  and  equipment,  and  inventories  will 
total  $127  billion  between  1971  and  1975, 
$195  billion  between  1976  and  1980,  and  $307 
billion  between  1981  and  1985.  Table  VII 
shows  the  breakdown  of  these  totals  between 
the  public  and  private  sectors,  and  among  the 
various  categories  of  investment.  It  does  not 
seem  that  the  public  share  will  change  signifi¬ 
cantly  in  relation  to  the  private  share  of  fixed 
investment. 


A  Long-Term  Economic  Forecast  14 

for  Canada  and  Ontario 


Table  VII  —  Gross  Investment  and  Saving  in  Canada 
(Billions  of  Current  Dollars) 

1966-70 

1971-75 

1976-80 

1981-85 

Government  Gross  Fixed  Investment 

15 

21 

32 

49 

Private  Gross  Fixed  Investment 

67 

100 

158 

249 

Residential  Construction 

16 

29 

45 

70 

Non-Residential  Construction 

24 

34 

55 

84 

Machinery  and  Equipment 

27 

37 

58 

95 

Total  Gross  Fixed  Investment 

82 

121 

190 

298 

Inventory  Change 

3 

6 

5 

9 

Total  Gross  Investment 

85 

127 

195 

307 

Gross  Domestic  Saving 

83 

120 

183 

289 

Foreign  Saving 

2 

7 

12 

18 

Source:  Based  on  data  from  Statistics  Canada  and  estimates  by  the  Ministry  of  Treasury, 
Economics  and  Intergovernmental  Affairs. 


Gross  Domestic  Saving  in  Canada  could 
amount  to  $120  billion  in  the  period  1971-75, 
$183  billion  in  the  period  1976-80,  and  $289 
billion  in  the  final  five  years  of  the  forecast. 
Most  of  the  saving  is  likely  to  come  from  capi¬ 
tal  consumption  allowances,  whose  share  could 
rise  from  53  per  cent  in  the  early  1970’s  to  60 
per  cent  by  the  mid-1980’s.  Personal  saving  will 
account  for  a  relatively  constant  24  per  cent  of 
domestic  saving.  The  remaining  proportion  (at¬ 
tributable  to  undistributed  corporate  profits 
and  government  saving)  will  fluctuate  down¬ 
wards. 

Canada’s  domestic  saving  could  thus  fall 
short  of  its  investment  requirements  over  the 
forecast  period  and  the  country  could  be  a  net 
user  of  foreign  resources.  Net  new  inflows  of 
foreign  capital  in  the  form  of  long-term  debt 
and  equity  investment  in  the  Balance  of  Pay¬ 
ments  are  forecast  to  represent  5.5  to  6  per 
cent  of  Canada’s  gross  investment  needs. 

2.  Interest  Rates 

The  forecast  assumes  that  the  Canadian  money 
supply  (currency  and  bank  deposits  held  by  the 
public)  will  grow  at  a  10  per  cent  average  an¬ 
nual  rate  from  1974  onwards  —  a  marked  slow¬ 
ing  down  from  the  recent  past.  International 
monetary  conditions  are  represented  in  the 
forecast  by  exogenous  U.S.  interest  rates  and  a 
weighted  average  value  of  major  foreign  curren¬ 
cies  vis-a-vis  the  U.S.  dollar.  Canadian  interest 
rates  and  exchange  rate  in  relation  to  the  U.S. 
dollar  are  endogenously  determined  by  both 
domestic  and  foreign  influences. 

In  general,  the  forecast  period  is  character¬ 


ized  by  high  interest  rates  in  Canada.  The  aver¬ 
age  rate  on  long-term  (over  ten  years)  Govern¬ 
ment  of  Canada  bonds  will  be  between  7.75 
and  8  per  cent  until  the  mid-1970’s;  thereafter, 
it  will  fluctuate  downwards  to  about  7.25  per 
cent  in  the  early  1980’s.  The  Government  of 
Canada  three-month  Treasury  Bill  rate  will  fol¬ 
low  a  similar  pattern  as  the  long  rate,  with  the 
former  being  about  200  basis  points  below  the 
latter  throughout  most  of  the  period. 

In  the  absence  of  major  currency  crises  in 
the  years  ahead,  it  is  expected  that  a  more  nor¬ 
mal  historical  relation  between  Canadian  and 
U.S.  interest  rates  will  be  obtained.  The  Cana¬ 
dian  Government  bill  and  long  bond  rates  will 
be  higher  than  their  U.S.  counterparts,  with  a 
differential  of  50  to  100  basis  points  in  bill 
rates,  and  100  to  150  basis  points  in  long  bonds 
occurring  in  most  of  the  period.  These  relation¬ 
ships  are  shown  in  Figure  VIII. 

Inflation  on  an  international  scale  is  likely  to 
be  quite  severe  until  the  mid-1970’s  as  coun¬ 
tries  attempt  to  adjust  to  the  major  exchange 
rate  changes  of  the  recent  past.  One  of  the  most 
obvious  forms  of  the  adjustment  process  is  the 
speculative  conversion  of  excess  U.S.  dollars  in¬ 
to  real  commodities.  It  will  take  some  years  for 
these  effects  to  work  themselves  out,  and  Cana¬ 
da,  with  such  an  open  economy,  cannot  entire¬ 
ly  escape  the  consequences.  Furthermore,  in 
Canada,  the  pressures  of  urbanization  and 
supply  inelasticities  could  contribute  to  infla¬ 
tion  in  the  goods  and  services  not  international¬ 
ly  traded,  for  example,  housing. 

Under  such  conditions  we  can  expect  the 
high  inflation  factor  forecast  for  Canada  —  over 
5  per  cent  per  year  to  1975  and  between  4  and 
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5  per  cent  in  most  other  years  in  the  GNP  price 
deflator  —  to  be  built  into  interest  rates.  In 
other  words,  the  level  and  pattern  of  interest 
rates  will  reflect  considerably  the  inflationary 
environment. 

Long-term  borrowers  issuing  fixed  int 
obligations  could  in  future  experience  cons! 
able  difficulty  in  raising  funds  as  lenders 
attempt  to  hedge  against  inflation.  Provinces, 
municipalities,  and  corporations  could  be  in 
strong  competition  for  whatever  long-term 
funds  are  available.  Mortgage  funds,  though  on 
a  renewable  five-year  basis  for  housing,  could 
command  higher  interest  rates  than  those  in  the 
1960’s  as  the  whole  structure  of  rates  is  elevated 
above  historical  levels. 

It  may  be  possible  to  alleviate  some  of  the 
problems  of  cost  and  availability  of  funds  in 
Canada’s  capital  markets  through  faster  growth 
in  the  money  supply.  However,  such  general¬ 
ized  monetary  policy  seems  to  be  losing  its 
effectiveness  in  controlling  interest  rates.  Fur¬ 
thermore,  if  such  a  policy  could  lower  rates  in 
the  short  end  of  the  market,  it  would  engender 
more  inflation  which  would  be  built  into  long 
rates.  Long-term  borrowers  would  face  an  even 
more  difficult  situation.  Monetary  policy  in  the 
years  ahead  will  probably  have  to  assume  more 
selective  forms  through  moral  suasion  or  new 
legislative  powers  in  assisting  the  capital  mar¬ 
kets  in  allocating  funds  according  to  policy 
goals.  Alternatively,  public  institutions,  sucl^fc 
the  Central  Mortgage  and  Housing  Corporation 
and  the  former  Industrial  Development  Bank, 
may  be  used  more  vigorously  to  meet  the  speci¬ 
fic  needs  of  housing  and  small  businesses. 


3.  Government  Financial  Position 
As  has  been  indicated  earlier,  the  combined 
governments  in  Canada  will  be  running  deficits 
until  the  late  1970’s;  thereafter,  surpluses  and 
deficits  will  alternate.6  One  may  now  consider 
some  financial  aspects  of  these  budgetary  posi¬ 
tions. 

Between  1966  and  1970  the  combined 
governments  consistently  showed  National  Ac¬ 
counts  surpluses  ranging  from  $0.2  billion  to 
$1.2  billion  —  totalling  about  $3.6  billion  in 
those  five  years.  Since  the  Canada  and  Quebec 
Pension  Plans,  introduced  in  1966,  ran  sur¬ 
pluses  totalling  about  $4.9  billion  to  1970,  it  is 
clear  that  these  Plans  brought  about  a  massive 
shift  to  compulsory  saving  and  offset  an  other¬ 
wise  $1.3  billion  in  deficits  by  the  combined 
governments  over  the  period.  It  is  estimated 
that  these  two  Pension  Plans  will  contribute 
total  savings  of  about  $6.8  billion  from  197® 
1975,  $8.5  billion  from  1976  to  1980,  and  $10 
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Fig.  VIII 

INTEREST  RATES  DIFFERENTIALS  BETWEEN  U.S.AND  CANADIAN 
GOVERNMENT  SECURITIES 


AVERAGE  YIELD  ON  LONG-TERM  GOVERNMENT  OF  CANADA  BONDS 
MINUS  AVERAGE  YIELD  ON  LONG-TERM  U.S  BONDS 

CANADIAN  BILL  RATE  MINUS  U.S.  BILL  RATE  (90  DAYS) 


-in  percentage  points 
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billion  from  1981  to  1985  to  the  position  of 
the  combined  governments.  The  marked  slow¬ 
ing  down  in  the  rate  of  growth  of  these  sources 
is  attributable  to  the  faster  growth  of  benefits 
paid,  compared  with  contributions  received. 

Despite  the  surpluses  in  these  Pension  Plans, 
the  combined  governments  in  Canada  are  fore¬ 
cast  to  show  deficits  totalling  $3.7  billion  from 
1971  to  1975,  a  surplus  of  about  $0.5  billion 
during  1976-80,  and  an  approximate  balance 
from  1981  to  1985.  Adjusting  the  National  Ac¬ 
counts  budget  position  to  a  cash  basis  by  taking 
account  of  financial  transactions,  such  as  loans 
and  advances  made  by  governments,  and  assum¬ 
ing  no  foreign  exchange  financing  because  of 
the  floating  Canadian  dollar,  one  finds  that 
governments’  net  financing  requirements  will  be 
about  $21  billion  from  1971  to  1975,  a  similar 
amount  from  1976  to  1980,  and  about  $28  bil¬ 
lion  from  1981  to  the  end  of  the  forecast 
period. 

Canada  Savings  Bonds  (at  $11  billion  out¬ 
standing  in  early  1973)  were  a  major  federal 
instrument  of  financing  in  the  period  1970-72, 
with  about  $4.4  billion  net  raised  this  way.  If 
one  optimistically  assumes  this  same  kind  of 
success  in  future,  the  combined  governments 
will  have  to  obtain  from  net  new  security  issues 
about  $10  billion  in  the  period  1971-75  (com¬ 
pared  with  $6.6  billion  in  the  period 
1966-1970),  $13.5  billion  from  1976  to  1980, 
and  $22.5  billion  in  the  period  1981-85. 

Hence,  governments  are  likely  to  finance  in 
the  capital  markets  considerably  more  heavily 
in  future  years.  Since  the  federal  government 
can  rely  on  the  Bank  of  Canada  and  since  it  has 
been  vacating  the  long  end  of  the  market  in 
favour  of  Savings  Bonds,  it  is  the  provinces  and 
municipalities  that  will  have  to  float  their  issues 
in  the  long  market.  It  appears  that  the  domestic 
market  might  not  be  able  to  meet  the  require¬ 
ments  foreseen,  but  even  if  about  half  of  the 
needs  are  raised  abroad,  the  domestic  markets 
would  be  under  considerable  strain.  This  predic¬ 
tion  is  entirely  consistent  with  the  high  interest 
rate  structure  that  has  been  forecast,  and  it  is 
inextricably  tied  up  with  the  general  question 
of  revenue  sharing  among  the  different  levels  of 
government  in  Canada. 

A  further  problem  on  the  horizon  relates  to 
liquidity  in  the  economy  and  the  implications 
for  debt  operations  and  monetary  policy.  At 
the  federal  level,  the  average  term  to  maturity 
for  marketable  securities  held  by  banks  and  the 
public  fell  from  8.5  years  in  1961  to  4.5  years 
in  1972.  Of  the  public’s  holdings  of  such  securi¬ 
ties,  about  45  per  cent  is  now  less  than  5  years 
to  maturity.  Also,  of  the  total  federal  debt  held 


by  the  public,  Canada  Savings  Bonds  now  ac¬ 
count  for  about  67  per  cent,  as  compared  with 
40  per  cent  in  1961.  The  Canadian  economy  is 
in  a  highly  liquid  state,  and  unless  the  trends 
change,  it  implies  that  the  monetary  authorities 
will  have  considerable  difficulty  in  managing 
the  reserves  of  the  banking  system.  Further¬ 
more,  debt  operations  in  an  increasingly  thin 
market  for  long-term  government  securities 
would  be  quite  unsettling  if  actively  pursued  as 
a  means  of  influencing  the  structure  of  interest 
rates.  This  supports  the  view  that  in  order  to  be 
effective,  monetary  policy  conducted  through 
the  capital  markets  will  probably  adopt  mea¬ 
sures  which  are  selective  with  respect  to  policy 
goals  rather  than  measures  which  are  aggrega¬ 
tive  and  generalized. 


4.  Business  Finance 

The  private  business  sector  is  likely  to  require 
about  $105  billion  for  1971  to  1975,  $162  bil¬ 
lion  for  1976  to  1980,  and  $257  billion  for  the 
remainder  of  the  forecast  period  to  finance  in¬ 
ventories  and  capital  expansion.  An  increasing 
proportion  of  these  needs  are  expected  to  be 
met  by  internally  generated  funds.  The  private 
sector  capital  consumption  allowances  and  un¬ 
distributed  profits  are  seen  as  covering  63  per 
cent  of  business  capital  requirements  from 
1971  to  1975,  72  per  cent  in  the  period 
1976-80,  and  74  per  cent  from  1981  to  1985. 

This  indicates  that  the  capital  markets  will 
decline  in  relative  significance  as  a  source  of 
business  finance.  Among  the  main  factors  re¬ 
sponsible  for  this  are  the  growth  in  depreciation 
reserves  permitted  by  tax  laws,  high  market 
rates  of  interest,  and  increased  affiliate  finan¬ 
cing.  Despite  the  declining  significance  of 
outside  financing,  however,  it  will  still  be  true 
that  the  capital  markets  will  play  an  important 
role  in  providing  investment  funds. 

In  the  five  years  ending  1972,  corporate  net 
bond  and  equity  financing  averaged  $1.8  billion 
per  year,  with  more  than  86  per  cent  being  is¬ 
sued  in  the  Canadian  market.  In  the  years 
ahead,  with  provinces  and  municipalities  inten¬ 
sifying  their  search  for  market  funds,  the  ability 
of  corporations  to  raise  funds  at  home  will 
depend  crucially  on  the  resolution  of  intergov¬ 
ernmental  financing  and  on  the  extent  to  which 
governments  might  shift  to  offshore  sources. 

With  rising  interest  rates  forecast  and  with 
long-term  fixed  interest  obligations  finding  dis¬ 
favour  with  lenders,  the  business  sector  may 
have  to  rely  more  heavily  on  bonds  with  a  con¬ 
vertible  feature  as  a  long-term  vehicle;  also, 


bank  loans  could  increase  in  significance  as  a 
method  of  financing. 
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5.  Mortgage  Financing 
The  total  demand  for  mortgage  funds  is 
rated  from  residential  construction,  bus 
construction,  and  land  development.  With  the 
growth  in  construction  over  the  forecast  period, 
with  changes  in  land  prices,  and  with  the  trend 
to  a  lower  down  payment-to-cost  ratio  for 
housing,  the  annual  demand  for  mortgage  funds 
is  expected  to  grow  from  about  $4.4  billion  in 
1970  to  $11.4  billion  in  1975,  $16.5  billion  in 
1980,  and  $22.5  billion  in  1985.  In  the  respec¬ 
tive  five-year  periods  between  1971  and  1985, 
total  mortgage  funds  required  are  forecast  to 
amount  to  $47  billion,  $71  billion,  and  $100 
billion.  The  proportion  of  these  totals  required 
for  new  housing  will  rise  from  65  per  cent  to  73 
per  cent  over  the  period. 

The  total  supply  of  mortgage  funds  comes 
from  the  traditional  lending  institutions  — 
banks,  life  insurance  companies,  trust  and  loan 
companies  —  as  well  as  other  corporations,  per¬ 
sons,  and  government.  It  is  estimated  that  asset 
growth  of  private  financial  intermediaries  will 
be  just  over  10  per  cent  average  per  year  in  the 
forecast  period,  while  mortgage  assets  will  grow 
at  a  slightly  higher  rate.  Also,  the  estimate  of 
CMHC  mortgage  holdings  indicates  growth  at 
an  annual  rate  of  about  8.5  per  cent  over 
period.  With  such  conditions  and  the  minor  r^ 
played  by  other  lenders  in  providing  new  funds, 
a  shortage  of  mortgage  funds  averaging  about 
$1  billion  per  year  is  forecast  for  the  period 
1973-85. 


To  narrow  this  gap,  one  possibility  is  for  the 
federal  government  to  double  its  present  lend¬ 
ing  effort  through  CMHC.  Other  possibilities 
which  might  involve  shifts  in  government  bud¬ 
getary  expenditures  towards  housing  or  which 
might  improve  the  flow  of  funds  into  mortgages 
through  enabling  legislation  will  need  to  be  ex¬ 
plored  and  implemented.  Real  estate  invest¬ 
ment  trusts  and  future  mortgage  investment 
corporations  (relatively  new  sources  of  mort¬ 
gage  financing)  will  probably  attract  some  new 
funds  from  other  areas  of  the  capital  markets, 
thus  producing  a  redistributive  rather  than  in¬ 
cremental  effect  on  the  supply  of  capital  funds. 
Even  so,  their  impact  on  the  mortgage  financing 
gap  is  unlikely  to  be  substantial.  Unless  the  gap 
narrows  significantly,  mortgage  rates  might  rise 
to  unprecedented  levels  during  the  1970’s,  and 
the  spread  between  mortgage  rates  and  bond 
rates  might  have  to  increase  in  order  to  induce 
private  lenders  to  channel  more  of  the  e^B 
omy’s  savings  into  mortgages. 
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ONFORM  is  a  two-region  (Ontario  and  the 
Rest  of  Canada)  model  estimated  from  an¬ 
nual  data  for  1950-69.  It  bears  no  relation 
to  the  Ontario  model  described  in  the  Ont¬ 
ario  Economic  Review ,  March  1971,  Special 
Supplement. 

2  The  effects  of  this  project  will  be  dealt  with 
the  November /December  1973  issue  of 
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the  Ontario  Economic  Review  in  an  article 
entitled  “The  Economic  Impact  of  the 
Mackenzie  Valley  Gas  Pipeline  Project",  Pol¬ 
icy  Planning  Branch,  Office  of  Economic 
Policy,  Ministry  of  Treasury,  Economics  and 
Intergovernmental  Affairs. 

Income  and  expenditure  levels  for  Canada 
and  Ontario  are  shown  for  selected  years  in 
the  Appendix. 


Table  A-l  —  Canada’s  Gross  National  Expenditure,  Selected  Years1 
(Billions  of  Current  Dollars) 


1971 


1975 


1980 


1985 


Personal  Consumption  Expenditures 
Government  Current  Expenditures  on 


54.0 


83.2 


130.2 


197.7 


Goods  and  Services 

18.5 

28.2 

45.1 

74.6 

Government  Gross  Fixed  Capital 

Formation 

3.8 

4.9 

7.5 

11.6 

Private  Gross  Fixed  Capital 

Formation 

16.8 

23.5 

39.4 

58.4 

Exports  of  Goods  and  Services 

22.3 

32.0 

50.5 

76.9 

Less:  Imports  of  Goods  and  Services 

-22.1 

-34.3 

-54.0 

-81.5 

Other  Expenditure2 

.2 

3.9 

7.1 

9.5 

GROSS  NATIONAL  EXPENDITURE 

93.4 

141.4 

225.8 

347.2 

1 1971  Actual,  Other  Years  Forecast. 

lvalue  of  Physical  Change  in  Inventories  plus  Residual  Error  of  Estimate. 

w 

Table  A-2  -  Ontario’s  Gross  Provincial  Expenditure  and  Income 

Selected  Items  in  Selected  Years1 
(Billions  of  Current  Dollars) 

1971 

1975 

1980 

Personal  Consumption  Expenditure 

21.8 

34.1 

56.2 

Private  Gross  Fixed  Capital  Formation 

6.6 

9.4 

16.1 

Exports  of  Goods  and  Services 

11.1 

16.0 

25.2 

Less:  Imports  of  Goods  and  Services 

-9.1 

-14.2 

-22.3 

Other  Expenditure2 

7.6 

13.5 

22.2 

GROSS  PROVINCIAL  EXPENDITURE 

38.0 

58.8 

97.4 

NET  PROVINCIAL  INCOME 

28.8 

45.7 

75.9 

PERSONAL  INCOME 

30.0 

48.3 

80.1 

PERSONAL  DISPOSABLE  INCOME 

23.4 

37.5 

60.9 

1 1971  Estimate,  Other  Years  Forecast. 

'Sum  of  Government  Expenditures,  Interprovincial  Trade  Balance,  Inventory  Change,  and 
sidual  Error. 

4  Economic  Council  of  Canada,  “The 
Economy  to  1980:  Staff  Papers ”  (Ottawa: 
Information  Canada,  1972).  Paper  No.  5. 

5  Projections  of  the  age  distribution  of 
Canada 's  population  to  1 985  were  obtained 
from  Statistics  Canada. 

6  These  deficits  and  surpluses  are  in  the 
budget’s  National  Accounts  form. 
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Table  A-3  —  Canada’s  Gross  National  Expenditure,  Selected  Years1 
(Billions  of  Constant  1961  Dollars) 

1971 

1975 

1980 

1985 

Personal  Consumption  Expenditures 

41.6 

54.1 

69.7 

86.2 

Government  Current  Expenditures  on 
Goods  and  Services 

11.0 

13.1 

16.4 

21.5 

Government  Gross  Fixed  Capital 
Formation 

2.6 

3.0 

3.8 

4.9 

Private  Gross  Fixed  Capital 

Formation 

12.0 

13.2 

16.8 

19.2 

Exports  of  Goods  and  Services 

18.2 

22.7 

29.8 

38.2 

Less:  Imports  of  Goods  and  Services 

17.9 

23.8 

31.6 

41.0 

Other  Expenditure2 

.2 

.8 

1.2 

1.8 

GROSS  NATIONAL  EXPENDITURE 

67.8 

83.1 

106.1 

130.8 

1 1971  Actual,  Other  Years  Forecast. 

Value  of  Physical  Change  in  Inventories  plus  Residual  Error  of  Estimate. 


Table  A-4  —  Canada’s  National  and  Personal  Income,  Selected  Years1 
(Billions  of  Current  Dollars) 


1971 

1975 

1980 

1985 

Wages,  Salaries,  and  Supplementary 

Labour  Income 

51.3 

78.8 

125.7 

195.3 

Military  Pay  and  Allowances 

.9 

1.1 

1.5 

2.1 

Corporation  Net  Profits  Before  Taxes 

9.0 

15.7 

22.6 

27.5 

Other  Income  and  Inventory 

Valuation  Adjustment 

9.2 

12.7 

21.3 

33.1 

NET  NATIONAL  INCOME 

70.4 

108.3 

171.1 

258.0 

Indirect  Taxes  Less  Subsidies 

12.3 

18.9 

30.7 

47.1 

Capital  Consumption  Allowances 
and  Miscellaneous  Valuation  Adjust¬ 
ments  plus  Residual  Error  of  Estimate 

10.7 

14.2 

24.0 

42.1 

GROSS  NATIONAL  PRODUCT 

93.4 

141.4 

225.8 

347.2 

PERSONAL  INCOME 

13  A 

112.7 

179.2 

278.3 

PERSONAL  DISPOSABLE  INCOME 

59.3 

91.1 

142.3 

215.1 

1 1971  Actual,  Other  Years  Forecast. 
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About  the  Review 

The  article  for  the  September/October  edition 
of  the  Ontario  Economic  Review  examines 
some  of  the  major  implications  which  projected 
demographic  trends  to  the  1980’s  are  likely  to 
have  for  the  development  of  government 
policies  in  Ontario. 

Ontario’s  population,  which  stood  at  7.7 
million  in  1971,  is  expected  to  increase  to  be¬ 
tween  9.3  and  9.9  million  by  1986,  an  annual 
increase  of  1.3  to  1.7  per  cent.  This  is  a  lower 
rate  of  growth  than  that  recorded  between 
1961  and  1971,  when  it  averaged  2.1  per  cent 
per  annum.  A  significant  factor  in  this  reduced 
rate  of  population  growth  is  the  lower  fertility 
rates  forecast  for  the  1970’s  than  those  prevail¬ 
ing  in  the  1960’s.  The  most  unpredictable 
element  in  the  population  increase  is  migration, 
about  75  per  cent  of  which  is  likely  to  come 
from  abroad. 

The  article  also  indicates  that  the  labour 
force  is  expected  to  grow  from  3.2  million  in 
1971  to  between  4.3  and  4.5  million  by  1981; 
thereafter,  the  rate  of  growth  is  expected  to 
ease.  The  proportion  of  elderly  people  in  the 
population  is  expected  to  increase  more  rapidly 
than  the  population  as  a  whole,  while  the 
school-age  population  is  likely  to  decline.  In 
addition,  about  90  per  cent  of  Ontario’s  popu¬ 
lation  is  expected  to  be  living  in  urban  areas  by 
1986. 

These  demographic  changes  have  important 
implications  for  public  expenditures  in  policy 
areas  such  as  housing,  health,  education,  em¬ 
ployment,  and  transportation.  Some  of  the 
major  policy  considerations  are  discussed  in  the 
article. 

The  article  was  prepared  by  Messrs.  D.  C. 
Dallimore  and  B.  Lampert  in  the  Policy  Plan¬ 
ning  Branch,  Office  of  Economic  Policy.  Par¬ 
ticular  use  was  made  of  “Ontario  Short-Term 
Population  Projections,  1971-1986”,  produced 
by  the  Economic  Analysis  Branch,  and  the 
authors  acknowledge  the  contribution  made 
by  that  branch  in  the  drafting  of  the  article. 
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PARTI:  TRENDS 
I  -  POPULATION 

The  rate  of  population  increase  in  Ontario  has 
shown  sharp  acceleration  in  the  post-war 
period,  reaching  a  peak  of  4.3  per  cent  in  1957. 
It  dropped  between  1961  and  1971  to  average 
2.1  per  cent,  and  in  1971  the  population  total¬ 
led  7,703,105,  an  increase  of  only  1.6  per  cent 
over  1970. 

The  population  of  Ontario  could  vary  in 
1986  from  9.3  million,  with  a  net  gain  from 
migration  of  30,000  per  year  (low  projection), 
to  9.9  million,  with  60,000  net  migration  (high 
projection).  This  would  represent  an  annual 
growth  rate  for  the  whole  population  of  be¬ 
tween  1.3  per  cent  and  1.7  per  cent  during  the 
forecast  period.  These  projections  are  based  on 
a  medium  fertility  assumption  which  antici¬ 
pates  that  the  1971  fertility  rate  of  2.2  will 
continue  falling  at  a  reduced  annual  rate, 
reaching  the  level  of  2.1  by  1986.  It  is  expected 
that  the  rate  of  net  migration,  which  averaged 
60,000  per  year  between  1961  and  1971  and 
which  was  estimated  to  decline  to  50,000  in 
1971-72,  will  likely  continue  higher  than  the 
long-term  average  of  30,000  per  year.  However, 
it  is  not  expected  to  exceed  60,000  per  year. 

Fertility 

The  total  fertility  rate  in  Ontario  reached  a  high 
in  1960  of  3.8,  which  means  that  on  average 
every  woman  produced  3.8  children  during  her 
child-bearing  years.  Since  then,  fertility  rates 
have  declined  to  about  2.2,  so  that  it  is  esti¬ 
mated  that  Ontarians  are  now  only  slightly 
better  than  reproducing  themselves.  It  is  ex¬ 
pected  that  mortality  rates  will  continue  the 
trend  of  decline  shown  over  the  long-run  of 
past  years,  although  very  slowly,  as  there 
appears  to  be  little  scope  for  further  reduction. 
Under  present  conditions  of  mortality,  a  total 
fertility  rate  of  2.13  is  required  to  replace  the 
population,  excluding  the  migration  factor. 

Despite  a  projected  decline  in  the  fertility 
rate,  the  number  of  births  per  year  is  expected 
to  increase  steadily  to  1986.  This  is  a  reflection 
of  a  steady  rise,  although  at  a  continuously  de¬ 
clining  rate,  in  the  number  of  women  in  the 
most  fertile  age  group,  20-29,  during  the  same 
time  period.  Thus,  the  effect  on  population  of 
the  decline  in  fertility  per  woman  will  be  more 
than  offset  by  the  increased  number  of  women 
in  their  early  child-bearing  years.  The  forecast 
decline  in  fertility  rates  is  likely  to  be  reflected 
in  a  decline  in  average  family  size  from  the  peak 
of  3.6  persons  reached  in  1961  and  1971. 


Migration 

This  is  the  most  volatile  factor  in  Ontario’s 
population  growth  and  is  the  most  difficult  to 
forecast.  It  is  the  net  sum  of  two  elements: 

i)  The  number  of  immigrants  from  abroad  to 
Ontario  minus  the  number  of  emigrants. 

ii)  The  number  of  migrants  to  Ontario  from 
other  provinces  minus  the  number  of 
migrants  to  other  provinces. 

During  the  20th  century,  net  migration  has 
been  responsible  for  37.5  per  cent  of  the  popu¬ 
lation  growth  in  Ontario.  Clearly,  changes  in 
federal  immigration  and  manpower  relocation 
policies  can  have  a  tremendous  impact.  Table  I 
indicates  the  gain  in  Ontario’s  population  from 
migration  for  each  decade  of  this  century.  The 
increase  from  1951  to  1971  —  1,292,000  —  is 
particularly  noteworthy  and  represents  62  per 
cent  of  all  migrants  to  Ontario  between  1901 
and  1971. 


Table  I  —  Net  Migration  into  Ontario, 
1901-1971 


Years 

Number  of 
Migrants 

1901-1911 

132,000 

1911-1921 

110,000 

1921-1931 

154,000 

1931-1941 

78,000 

1941-1951 

305,000 

1951-1961 

686,000 

1961-1971 

606,000 

Total,  1901-1971  2,071,000 


Source:  Net  migration  into  Ontario  by  decade 
estimated  by  Ministry  of  TE  &  1 A,  and 
based  on  Census  data  by  Statistics 
Canada. 


If  it  is  assumed  that  net  migration  into 
Ontario  will  continue  at  the  1961-71  annual 
average  rate,  a  gain  to  Ontario  of  60,000  per 
year  could  be  expected.  This  would  include 
some  45,000  from  net  foreign  migration  and 
15,000  from  net  inter-provincial  migration. 

However,  the  net  gain  to  Ontario  of  about 
60,000  per  year  may  be  rather  high  for  a  sus¬ 
tained  rate  over  any  long  period.  The  growth  in 
the  working  age  population  may  influence 
federal  immigration  policies  and  result  in  some 
reduction  in  immigration  from  abroad.  Inter¬ 
provincial  migration  is  not  subject  to  govern¬ 


mental  regulation  but  is  strongly  influenced  by 
the  levels  of  economic  opportunity  in  respec¬ 
tive  provinces.  Since  the  war,  Ontario  has  expe¬ 
rienced  a  large  favourable  balance  in  the  inter¬ 
provincial  exchange  of  migrants,  because  of 
continued  economic  prosperity  in  the  province. 

This  trend  is  likely  to  continue,  but  at  a 
slower  pace,  particularly  since  British  Columbia 
and  Alberta  have  begun  to  attract  increasingly 
larger  proportions  of  migrants  from  other  prov¬ 
inces.  In  addition,  a  changing  economic  situa¬ 
tion  in  Quebec  and  the  Atlantic  Provinces  may 
influence  the  propensity  to  migrate  among  their 
population.  Furthermore,  social  security,  in¬ 
come  maintenance,  and  income  redistribution 
policies  could  also  lessen  migratory  trends 
within  the  country. 

Because  of  the  uncertainties  inherent  in 
making  precise  migration  forecasts,  population 
projections  contained  in  this  article  are  based 
on  two  sets  of  assumptions  concerning  migra¬ 
tion.  One  set  of  projections  —  the  low  projec¬ 
tion  —  assumes  a  net  migration  of  30,000  per 
annum;  the  other  —  the  high  projection  — 
assumes  net  migration  of  60,000  per  annum. 

Age  Distribution 

The  most  noticeable  features  of  the  existing 
and  forecast  age  distribution  for  Ontario  are  the 
relative  growth  of  the  young  working  and  the 
retired  population  and  the  declining  proportion 
of  school-age  groups.  The  composition  of  the 
Ontario  population  in  terms  of  age  groups  for 
1961  and  1971,  together  with  projections  for 
1976,  1981,  1986,  and  1991,  is  contained  in 
Table  II  and  illustrated  in  Figures  1  and  2. 

0-4  Age  Group 

The  importance  of  this  group  has  declined 
proportionately,  due  mainly  to  lower  fer¬ 
tility  rates.  But  there  should  be  a  modest 
numerical  increase  to  1986  because  of  the 
relatively  large  number  of  women  in  their 
early  child-bearing  years;  thereafter,  the 
number  of  children  in  this  group  is  expected 
to  decline. 

5-19  Age  Group 

The  size  of  this  group  is  of  major  importance 
for  educational  authorities.  Using  current 
demographic  trends,  the  Ministry  of  Educa¬ 
tion  has  projected  that  school  enrolment  at 
elementary  level  will  continue  declining  to 
1982.  However,  enrolment  in  secondary 
schools  will  likely  continue  increasing  to 
1978,  when  it  will  begin  to  decline.  Com¬ 
bined  elementary  and  secondary  school  en¬ 
rolment  is  forecast  to  continue  declining  to 
1982. 


Demographic  Trends  in  Ontario:  2 

Some  Policy  Considerations 


Table  II  —  Age  Distribution  of  the  Ontario  Population  1961, 1971  and  Projections  1976,  1981,  1986,  and  1991 


Net  Migration  —  30,000  Net  Migration  —  60,000 


Age  Group 

1961 

1971 

1976 

1981  1986 

(000’s) 

1991 

1976 

1981  1986 

(000’s) 

1991 

0-  4 

740,193 

637,260 

682 

745 

785 

770 

699 

772 

819 

805 

5-14 

1,267,556 

1,571,230 

1,441 

1,351 

1,459 

1,563 

1,465 

1,407 

1,542 

1,660 

15  -  19 

436,883 

713,365 

795 

799 

665 

710 

804 

819 

698 

761 

20-29 

809,617 

1,241,480 

1,430 

1,567 

1,653 

1,524 

1,480 

1,646 

1,751 

1,647 

30-54 

1,996,932 

2,271,765 

2,477 

2,736 

3,047 

3,437 

2,528 

2,864 

3,266 

3,748 

55  -  64 

476,748 

623,600 

689 

787 

858 

858 

695 

750 

879 

890 

65+ 

508,073 

644,405 

708 

795 

881 

1,006 

713 

805 

899 

1,035 

Total 

6,236,092 

7,703,105 

8,222 

8,780 

9,348 

9,868 

8,384 

9,112 

9,854 

10,546 

Note:  The  projections  are  based  on  a  medium  fertility  assumption. 

Source:  SC,  Census  of  Canada,  1961  and  1971. 

Projections  by  Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 


20-64  Age  Group 

The  size  of  the  20-64  age  group,  the  bulk  of 
the  population  from  which  the  labour  force 
is  drawn,  is  forecast  to  continue  to  increase 
significantly  to  1986.  The  20-29  age  group 
is  crucial  in  terms  of  family  formation.  This 
group  numbered  1,241,480,  or  16.1  per 
cent  of  the  population,  in  1971  and  is  fore¬ 
cast  to  grow  to  between  1,653,000  and 
1,751,000  (17.7  per  cent)  by  1986.  Con¬ 
sequently,  there  is  expected  to  be  an  in¬ 
crease  in  household  formation.1 

Non-family  household  formation  has  be¬ 
come  an  increasingly  important  segment  of 
total  housing  demand.  The  ratio  of  non¬ 
family  households  to  the  total  number  of 
households  has  increased  steadily  over  the 
past  ten  years,  from  13.3  per  cent  in  1961 
to  18.1  per  cent  in  1971.  This  increase  can 
be  expected  to  continue  at  a  declining  rate 
over  the  forecast  period. 

65  and  Over  Age  Group 

While  improvements  in  life  expectancy, 
especially  for  females,  are  aiding  the 
growth  in  the  proportion  of  the  older 
population,  the  trend  has  been  moderated 
by  large  numbers  of  immigrants  who  are  in 
the  young  working  and  family  formation 
age  groups.  When  immigration  is  low,  there 
is  a  tendency  for  a  higher  proportion  of  the 
total  population  to  be  in  the  65  and  over 
age  group.  In  1971,  644,405  persons,  or 
8.4  per  cent  of  Ontario’s  population,  were 
65  and  over.  This  age  group  is  forecast  to 


grow  to  over  9  per  cent  by  1986  and  to 
almost  1 1  per  cent  by  2001.  Consequently, 
a  significant  demographic  trend  is  that  the 
number  of  people  aged  65  and  over  will 
increase  more  rapidly  than  the  population 
as  a  whole. 

“Dependent  Population” 

The  “dependent”  population  is  defined  as 
the  non-working  element  of  the  total  popu¬ 
lation.  The  concept  of  a  dependent  popula¬ 
tion  is  not  static  because  there  is  an  in¬ 
creasing  tendency  for  people  to  move  be¬ 
tween  the  labour  force  and  academic 
studies  and  raise  children  during  their  life¬ 
times.  However,  the  working  population 
aged  14-64  constitutes  the  main  group 
forming  the  “independent”  population  con¬ 
tributing  to  economic  support. 

The  fertility  rate  is  expected  to  continue  de¬ 
clining,  while  the  population  is  forecast  to 
increase  at  an  average  annual  rate  of  between 
1.3  and  1.7  per  cent  from  1971  to  1986.  Table 
III  illustrates,  in  terms  of  the  population  depen¬ 
dency  ratio,  the  trends  to  relatively  fewer 
young  people  and  significantly  more  elderly 
people.  Thus,  in  1971  the  total  number  of 
people  in  the  non-working  dependent 
population  was  4,454,000,  while  those  in  the 
working  independent  population  numbered 
3,249,000.  The  dependent  population  was 
therefore  137  for  every  100  persons  in  the 
labour  force.  This  is  forecast  to  decline  to 
about  103  in  1981  and  100  in  1986,  mainly 


because  of  anticipated  low  fertility  rates  and 
the  large  number  of  people  born  in  the  1950’s 
and  early  1960’s  who  will  be  reaching  working 
age.  Therefore,  the  dependency  burden  of  the 
increasing  number  of  people  in  the  dependent 
population  will  be  more  than  offset  by  the  sig¬ 
nificant  increase  in  the  independent  population 
over  the  forecast  period. 

II  -  LABOUR  FORCE 

The  number  of  people  in  the  labour  force  at 
any  point  is  determined  by  the  size  of  the 
working  age  population  (people  14  years  of  age 
and  over)  and  the  participation  rates.  Over  the 
past  25  years,  the  Ontario  labour  force  has  been 
growing  at  an  annual  rate  of  2.5  per  cent.  This 
rate  of  increase  was  mainly  the  result  of  a  larger 
than  average  number  of  new  entrants  to  the 
work  force,  large  numbers  of  immigrants  to 
Ontario  from  abroad  and  migrants  from  other 
provinces,  and  a  substantial  increase  in  partici¬ 
pation  rates  for  women. 

The  future  growth  of  the  labour  force  is 
determined  by: 

i)  Population  growth  and  changes  in  the  struc¬ 
ture  of  the  population.  These  are  a  function 
of  expected  fertility  rates  and  the  level  of 
migration. 

ii)  Future  trends  in  participation  rates,  which 
are  influenced  by  the  level  of  economic 
activity,  attitudes  to  work  and  leisure,  and 
retirement  trends. 

The  high  proportion  of  the  population  in 
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Table  III  —  The  Dependency  Ratio  of  the  Non-Working  Population,  Ontario,  1971-1986 
(per  100  Persons  in  the  Labour  Force) 


High  Projection  Low  Projection 

(60,000  Migration)  (30,000  Migration) 

Actual  -  - 


Age  Group 

1971 

1976 

1981 

1986 

1976 

1981 

1986 

Non-Working  Population  (000’s) 

Under  14 

2,056 

2,001 

2,037 

2,216 

1,960 

1,958 

2,109 

14-64 

1,830 

1,925 

1,898 

1,928 

1,883 

1,835 

1,824 

65+ 

568 

612 

692 

774 

609 

683 

758 

Total 

4,454 

4,538 

4,627 

4,918 

4,452 

4,476 

4,691 

Working  Population  (000’s) 

14-64 

3,173 

3,745 

4,371 

4,810 

3,670 

4,192 

4,535 

65+ 

76 

101 

113 

125 

99 

112 

123 

Total 

3,249 

3,846 

4,484 

4,935 

3,769 

4,304 

4,658 

Dependency  Ratio 

137 

118 

103 

100 

118 

104 

101 

Note:  These  projections  are  based  on  a  medium  fertility  assumption.  Dependency  ratio  refers  to  number  of  persons  outside  the  labour  force  per  100 
persons  in  the  labour  force. 

Source:  SC,  Census  of  Canada,  1971. 

Projections  by  Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 


1971  in  the  15-24  age  group  (almost  24 
per  cent)  assures  a  heavy  inflow  of  people  into 
the  labour  force  over  the  next  ten  years.  This  in¬ 
crease  will  ease  off  in  the  early  1980’s  as  the 
effect  of  the  lower  birth  rates  of  the  1960’s  is 
felt. 

Migration 

Immigration  has  a  significant  impact  on  labour 
force  growth  and  has  provided  approximately 
60  per  cent  of  the  total  increase  in  the  Ontario 
labour  force  over  the  past  25  years.  However, 
Ontario  may  not  be  the  recipient  of  large-scale 
immigration  in  the  1970’s  as  the  domestic 
supply  of  workers  may  well  prove  to  be  ade¬ 
quate  for  the  needs  of  the  economy.  Reflecting 
this,  labour  force  projections  are  based  on  two 
levels  of  net  migration;  one  set  of  projections 
assumes  migration  of  30,000,  while  the  other 
assumes  migration  will  be  60,000  persons  per 
year.  These  projections  are  derived  from  an 
econometric  model2  of  the  Canadian  economy 
which  provides  an  indication  of  the  pace  of 
overall  economic  activity.  This  is  the  basis  for 
forecasting  labour  force  numbers  in  Ontario.3 

As  is  shown  in  Table  IV,  Ontario’s  labour 
force  is  expected  to  grow  from  3.2  million  in 
1971  to  between  4.3  and  4.5  million  by  1981; 
thereafter,  the  rate  of  growth  is  expected  to 
ease.  The  main  factors  contributing  to  this 


easing  are  the  reduced  rate  of  increase  in  the 
inflow  of  young  persons  into  the  working-age 
population  and  the  slackening  in  the  growth  of 
female  participation  rates. 

The  sensitivity  of  labour  force  growth  to 
levels  of  migration  is  illustrated  in  Table  V.  The 
annual  difference  in  levels  of  migration  assumed 
for  the  projections  (60,000  minus  30,000) 
would  correspond  with  an  increase  in  the 
labour  force  of  180,000  at  the  end  of  the  ten- 
year  period  1971-1981,  and  with  an  increase  of 
277,000  by  1986.  This  indicates  the  contri¬ 
bution  which  migration  can  make  to  labour 
force  growth  in  Ontario. 

Participation  Rates 

Changing  attitudes  to  education  can  have  a  sig¬ 
nificant  effect  on  labour  force  participation 
rates.  The  contention  that  education  is  a  con¬ 
tinuing  process,  not  limited  to  the  early  years 
of  adulthood,  is  gaining  acceptance.  The  num¬ 
ber  of  students  in  the  14-24  age  group  who  will 
decide  to  postpone  their  education  thus  re¬ 
mains  an  imponderable.  Table  VI  represents  an 
attempt  to  estimate  how  these  various  trends 
will  offset  each  other. 

Participation  rates  to  1976  imply  that  sig¬ 
nificantly  fewer  males  aged  14-19  are  expected 
to  join  the  labour  force.  This  downward  trend 
is  expected  to  continue,  more  slowly,  to  1986. 


Participation  rates  for  males  in  the  20-24  age 
group,  however,  are  projected  to  increase  grad¬ 
ually  to  1986  because  students  are  increasingly 
likely  to  spend  some  part  of  their  early  twenties 
in  full  time  employment  before  completing 
their  higher  education. 

The  trends  in  prospect  for  women  are  more 
noteworthy.  For  female  age  groups  between  20 
and  64,  very  substantial  gains  in  participation 
are  expected,  as  it  seems  likely  there  will  be  an 
increase  in  the  attractiveness  and  availability  of 
part-time  and  temporary  work.  However,  as 
Table  VI  indicates,  a  deceleration  in  the  growth 
rate  of  female  participation  during  the  1980’s  is 
anticipated.  Participation  rates  depend  on  social 
and  economic  factors  as  well  as  demographic 
trends,  rendering  forecasting  into  the  1980’s  in¬ 
creasingly  difficult. 

Labour  Force  Growth 

While  labour  force  growth  accelerated  at  an 
annual  rate  of  3.1  per  cent  in  the  1960’s,  it  is 
expected  to  decelerate  throughout  most  of  the 
1970’s.  Based  on  medium  fertility  rates  and  on 
trends  in  participation  rates,  the  high  migration 
projection  implies  an  annual  rate  of  labour 
force  growth  of  3.3  per  cent  in  the  1970’s;  the 
low  migration  projection  indicates  an  annual 
rate  of  labour  force  growth  of  2.9  per  cent 
during  the  same  period.  Moreover,  the  size  of 
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Table  IV  —  Labour  Force  Growth  in  Ontario,1  1961-1986 

Year 

Males 

Females 

Total 

Number 
(000’ s) 

Annual  Growth  Rate 
(per  cent) 

Number 

(000’s) 

Annual  Growth  Rate 
(per  cent) 

Number 

(000’s) 

Annual  Growth  Rate 
(per  cent) 

1961 

1,717 

684 

2,401 

1966 

1,869 

1.7 

850 

4.4 

2,719 

2.5 

1971 

2,138 

2.7 

1,111 

5.5 

3,249 

3.6 

High 

Projection  (60,000  net  migration) 

1976 

2,477 

3.0 

1,369 

4.3 

3,846 

3.4 

1981 

2,775 

2.3 

1,709 

4.5 

4,484 

3.1 

1986 

3,043 

1.9 

1,892 

2.1 

4,935 

1.9 

Low 

Projection  (30,000  net  migration) 

1976 

2,426 

2.6 

1,343 

3.9 

3,769 

3.0 

1981 

2,665 

1.9 

1,639 

4.1 

4,304 

2.7 

1986 

2,873 

1.5 

1,785 

1.7 

4,658 

1.6 

(1)  —  14  years  and  over 


Note:  These  projections  are  based  on  a  medium  fertility  assumption. 

Source:  SC,  The  Labour  Force  Survey,  1961,  1966,  and  1971  (Special  Tabulations) 

Projections  by  Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 


Table  V  —  Ontario  Labour  Force  Projections  for  Alternative  Migration  Assumptions,  1971-1986 
(000’s) 


Labour  Force 


Year 

Actual 

High 

Low 

Difference 

1971 

3,249 

1976 

3,846 

3,769 

77 

1981 

4,484 

4,304 

180 

1986 

4,935 

4,658 

277 

Note:  These  projections  are  based  on  a  medium  fertility  assumption. 

Source:  SC,  The  Labour  Force  Survey,  1971  (Special  Tabulations). 

Projections  by  Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 


the  population  base  and  the  size  of  the  economy 
in  the  late  1970’s  will  be  significantly  larger 
than  those  at  any  previous  time.  After  1981 ,  the 
rate  of  growth  of  the  labour  force  is  expected 
to  ease. 

As  illustrated  in  Figures  3  and  4,  the  25-34 
labour  force  group  (numbering  733,000  in 
1971)  will  continue  to  be  by  far  the  largest 
element  in  the  labour  force  in  the  forecast 
period,  reaching  between  1,200,000  and 
1,300,000  by  1986.  The  35-44  age  group  in 
1971  was  the  second  largest  component  of  the 
labour  force  (695,000)  and  is  expected  to 
maintain  this  position,  growing  to  between 
1,040,000  and  1,125,000  by  1986.  When  these 
two  groups  are  combined,  the  25-44  age  group 
of  the  labour  force  formed  44  per  cent  of  the 
total  in  1971,  and  it  is  anticipated  that  this 
figure  will  rise  to  about  50  per  cent  by  1986. 

Since  the  trend  towards  increased  education 
is  likely  to  continue,  the  labour  force  will  be 
better  educated  and  more  mobile.  Therefore, 
greater  flexibility  in  the  labour  supply  in  terms 
of  spatial  and  occupational  mobility  within  the 
province  is  anticipated.  However,  structural 
problems  may  also  persist  because  of  the  heavy 
inflow  into  the  labour  force  of  inexperienced 
young  people  whose  training  does  not  always 
match  job  requirements. 

Early  Retirement 

It  is  difficult  to  generalize  about  the  impact  of 


early  retirement  on  the  Ontario  economy  for 
lack  of  adequate  statistics.  One  problem  is  that 
older  workers  in  some  businesses  find  employ¬ 
ment  after  retirement;  another,  that  not  all 
workers  retire  automatically  at  age  60  or  65. 
Almost  21  per  cent  of  males  aged  65  and  over 
were  still  working  in  1971,  and  this  proportion 
is  expected  to  increase  to  25  per  cent  during 
the  forecast  period. 

Changing  Attitudes  Towards 
Work  and  Leisure 

Participation  in  the  work  force  is  influenced  by 


the  level  of  economic  activity  as  well  as  other 
factors  related  to  people’s  attitudes  to  work, 
leisure,  and  so  on.  There  has  been  increased 
debate  about  the  work  ethic  and  attitudes  to¬ 
wards  work,  and  workers  and  unions  are 
showing  marked  interest  in  larger  blocks  of 
leisure  time. 

Recently,  there  has  been  growing  support 
for  the  restructuring  or  shortening  of  the  work 
week.  By  1986,  a  larger  proportion  of  the 
labour  force  is  likely  to  be  on  a  four-day  work 
week,  ranging  between  36  and  32  hours. 


FIGURE  3  -  Age  Distribution  of  the  Ontario  Labour  Force  1971  and  Low 

Projections  1976,  1981,  1986,  1991 
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FIGURE  4  -  Age  Distribution  of  the  Ontario  Labour  Force  1971  and  High 

Projections  1976,  1981,  1986,  1991 
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Table  VI  —  Ontario  Labour  Force  Participation  Rates,  by  Age  Group  and  Sex,  1961-1986 
(per  cent) 

Year  14-19  20-24  25-34  35-44 

45-54 

55-64 

65+ 

Males 


1961(1) 

40.6 

89.0 

95.7 

96.0 

94.2 

84.5 

31.5 

1971 

47.2 

79.4 

94.8 

98.5 

96.4 

85.5 

20.7 

Projected  Rates 

1976 

42.0 

82.0 

97.0 

98.0 

96.0 

88.0 

25.0 

1981 

41.5 

84.0 

97.0 

98.0 

96.0 

88.0 

25.0 

1986 

41.0 

84.5 

97.0 

98.0 

96.0 

88.0 

25.0 

1961(1) 

33.9 

51.6 

Females 

33.8 

36.2 

38.4 

28.4 

7.6 

1971 

40.7 

55.7 

44.9 

47.7 

46.1 

34.6 

5.1 

Projected  Rates 

1976 

42.0 

58.5 

46.0 

50.0 

51.0 

40.0 

6.0 

1981 

41.5 

66.0 

52.0 

57.0 

59.0 

48.0 

6.0 

1986 

41.0 

67.5 

52.5 

59.0 

62.0 

50.0 

6.0 

^ 15-19  Year  Age  Group 


Source:  DBS,  Census  of  Canada,  1961  (Population  and  Labour  Force,  Volume  III,  Part  I) 
SC,  The  Labour  Force  Survey,  1971.  (Special  Tabulations). 

Projections  by  Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs. 


Ill  -  SPATIAL  DISTRIBUTION 

The  majority  of  Ontario’s  population  in  1971 
was  classified  as  urban.4  Table  VII  illustrates 
the  growth  of  urban  population  between  1961 
and  1971. 

If  the  trend  between  1961  and  1971  is  main¬ 
tained,  about  90  per  cent  of  Ontario’s  popula¬ 
tion  could  be  classified  as  urban  by  1986,  with 
the  urban  population  growing  at  a  faster  rate 
than  that  of  the  total  population.  This  shift 
from  a  rural  to  an  urban  population  is  related 
to  the  growth  of  the  industrial  economy  and  to 
net  migration  from  abroad  and  other  parts  of 
Canada. 

Ontario,  with  82.4  per  cent  of  its  population 
classified  as  urban  in  1971,  is  the  most  urban¬ 
ized  province.  In  the  same  year  76.1  per  cent  of 
Canada’s  population  was  classified  as  urban  and 
80.6  per  cent  of  Quebec’s  population  was  simi¬ 
larly  classed.  The  Economic  Council  of 
Canada5  forecasts  that  over  80  per  cent  of 
Canada’s  population  will  be  urban  by  1980. 
The  ECC  also  expects  that  about  60  per  cent 
of  the  population  will  be  concentrated  in  29 


Table  VII  —  Ontario’s  Population  Distribution,  1961-1971 


Rural 

Urban 

Total 

Per  Cent 

Per  Cent 

1961 

1,412,563 

22.7 

4,823,529 

77.3 

6,236,092 

1966 

1,367,430 

19.6 

5,593,440 

80.4 

6,960,870 

1971 

1,359,475 

17.6 

6,343,630 

82.4 

7,703,105 

Source:  SC,  Census  of  Canada,  1961,  1966,  and  1971. 


urban  complexes,  each  with  a  population  of  at 
least  100,000. 

The  concentration  of  Ontario’s  population 
in  the  southern  part  of  the  province  and  along 
the  Windsor-Montreal  corridor  (the  line  of 
Highway  401)  is  expected  to  continue.  In  1961, 
3.4  million,  54  per  cent  of  the  Province’s  popu¬ 
lation,  was  located  in  21  centres  along  this  cor¬ 
ridor;  by  1971,  this  had  grown  to  4.5  million, 
58  per  cent  of  the  Province’s  population.  Given 


such  trends,  by  1981  these  centres  could  grow 
to  6.9  million,  or  about  67  per  cent  of  the  prov¬ 
incial  total.  In  contrast,  Northern  Ontario’s  pro¬ 
portion  of  the  total  provincial  population  is  de¬ 
clining,  having  fallen  from  1 1 .6  per  cent  in 
1961  to  10.1  per  cent  (or  776,505)  in  1971. 
Figure  5  illustrates  the  distribution  of  Ontario’s 
population  in  1971;  Figure  6  shows  population 
changes  by  county  and  district  between  1961 
and  1971. 
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PART  II:  SOME  POLICY 

CONSIDERATIONS 

The  projected  changes  in  Ontario’s  population 
composition  and  distribution  could  have  impor¬ 
tant  implications  for  priorities  in  terms  of 
government  policies  and  expenditures.  Some  of 
these  are  discussed  below. 

Immigration 

It  is  in  the  area  of  immigration  where  the  great¬ 
est  uncertainty  in  forecasting  the  future  size  of 
the  population  lies.  Changes  in  federal  immigra¬ 
tion  policy  have  considerable  ramifications  for 
many  provincial  policies;  for  example,  if  immi¬ 
gration  is  restricted,  this  would  likely  reduce 
the  rate  of  population  growth  in  the  Metro¬ 
politan  Toronto  area.  Over  half  of  all  immi¬ 
grants  to  Ontario  from  abroad  settle  in  Toronto 
and  in  the  last  few  years  Toronto  has  been  re¬ 
ceiving  an  annual  average  of  at  least  40,000  im¬ 
migrants.6  Immigration  in  the  past  enabled 
Canada,  and  particularly  Ontario,  to  rapidly 
accumulate  skilled  labour  and  professionals,  al¬ 
though  the  training  and  development  of  skills 
within  the  province  during  the  last  two  decades 
could  lessen  the  dependence  on  immigration  for 
this  purpose  in  the  future. 

Population  increases  attributable  to  migra¬ 
tion  have  particular  repercussions  on  levels  of 
employment,  public  and  private  investment, 
household  formation,  housing  construction, 
and  education  requirements  in  the  province. 
More  specifically,  immigration  has  had  and  will 
continue  to  have  a  marked  effect  on  population 
growth  in  larger  Ontario  cities  since  the 
majority  of  immigrants  settle  in  urban  areas 
where  jobs  and  housing  are  more  likely  to  be 
found. 

Education 

During  the  past  few  years,  expenditure  in 
education  has  absorbed  a  large  percentage  of 
provincial  wealth.  Massive  spending  by  the 
provincial  and  municipal  governments  to  pro¬ 
vide  for  basic  public  school  education  has  been 
necessitated  by  the  large  proportion  of  young 
people  of  elementary  and  secondary  school  age. 
In  addition,  the  increasing  number  of  years  of 
schooling  needed  in  a  technologically  advanced 
economy  and  the  increased  desire  to  provide 
equality  of  educational  opportunities  have  con¬ 
tributed  to  the  higher  cost  of  education.  There 
will  now  be  some  easing  in  the  demographic 
pressures  which  resulted  in  the  increasingly  high 
resource  allocations  for  education. 

With  shifts  in  population  within  Ontario  dis¬ 
counted,  the  stock  of  relatively  new  educa¬ 
tional  capital  already  provided  will  probably  be 


adequate  to  meet  most  demands  at  the  elemen¬ 
tary  and  junior  school  levels  for  some  years. 
There  will  be  continued  but  reduced  pressure 
on  secondary  school  facilities.  To  a  large  ex¬ 
tent,  additional  construction  of  educational 
facilities  will  most  likely  be  associated  with 
migration  within  Ontario  and  replacement  of 
obsolete  buildings. 

Observing  current  enrolment  trends,  the 
Ministry  of  Colleges  and  Universities  projects 
that  overall  enrolment  at  post-secondary  educa¬ 
tional  institutions  will  increase  fairly  slowly  at 
least  to  1975,  that  university  enrolment  will 
show  little  growth,  and  that  enrolment  at  the 
Colleges  of  Applied  Arts  and  Technology  will 
constitute  the  bulk  of  the  increase.  This  will 
have  significant  implications  for  investment  and 
teacher  expenditures  in  the  area  of  post¬ 
secondary  education. 

Household  Formation 

The  20-29  age  group,  the  most  important  in 
terms  of  family  formation,  is  forecast  to  in¬ 
crease  by  about  half  a  million  between  1971 
and  1986,  with  its  share  of  the  total  Ontario 
population  growing  from  16.1  to  17.7  per  cent. 
Consequently,  household  formation  is  expected 
to  increase,  leading  to  increased  demand  for 
houses  and  associated  consumer  durables.  A 
large  proportion  of  immigrants  fall  in  this  age 
group  and  would,  therefore,  influence  this 
trend. 

Elderly  Population 

The  relative  decline  in  the  0-14  age  group  indi¬ 
cates  that  budgetary  demands,  in  terms  of  the 
provision  of  educational  facilities,  may  ease. 
However,  the  increase  in  the  65  and  over  age 
group  is  expected  to  grow  more  quickly  than 
the  population  as  a  whole.  This  suggests  that 
government  expenditures  on  this  group  will 
likely  increase  and  perhaps  more  than  offset 
those  for  the  school-age  population.  Neverthe¬ 
less,  as  indicated  earlier,  the  overall  dependency 
burden  of  the  increasing  size  of  the  non¬ 
working  population  is  expected  to  be  more 
than  offset  by  the  more  rapid  growth  of  the 
working  population.  In  addition,  immigration 
from  abroad  can  help  to  counterbalance  the 
financial  impact  of  a  rising  elderly  population, 
because  immigration  has  a  positive  effect  on  the 
working  and  family  formation  age  groups. 
Thus,  when  immigration  is  high,  the  number  of 
people  65  years  and  over  tend  to  form  a  lower 
proportion  of  the  total  population. 

Therefore,  the  growth  of  the  65  and  over  age 
group  will  likely  involve  an  increase  in  federal 
government  transfer  payments,  such  as  the  old 


age  pension  and  the  guaranteed  income  supple¬ 
ment.  Provincial  government  expenditures  on 
such  items  as  the  provision  of  senior  citizens’ 
housing,  institutional  care,  and  geriatric  health 
facilities,  will  also  rise. 

Manpower  and  Employment 

Greater  flexibility  is  anticipated  in  terms  of 
spatial  and  occupational  mobility  within  the 
province,  as  a  result  of  a  better  educated  and 
more  mobile  labour  force. 

There  is  expected  to  be  a  continuing  need 
for  special  employment  programs  to  alleviate 
structural  problems,  which  may  also  persist 
because  of  the  heavy  influx  of  relatively  inex¬ 
perienced  labour  force  entrants  whose  training 
does  not  always  match  job  requirements.  The 
integration  of  these  programs  with  manpower 
training  schemes  is  essential  to  ensure  a  more 
adaptable  labour  force,  responsive  to  the  needs 
of  the  economy. 

Job  creation  should  remain  a  major  consid¬ 
eration  in  the  near  term,  although  the  expected 
easing  in  the  growth  of  the  labour  force  after 
1981  could  contribute  to  a  reduction  in  the 
pressure  for  new  jobs  in  the  early  1980’s. 

Since  labour  force  growth  in  the  future  is 
expected  to  rely  more  heavily  on  the  domestic 
population  than  on  immigration,  it  may  be 
more  difficult  to  find  suitable  employment 
opportunities  for  new  labour  force  participants. 
The  attainment  of  a  comparable  level  of  em¬ 
ployment  with  a  largely  domestic  growth  in 
the  labour  force  could  be  more  expensive  in 
terms  of  manpower  training.  It  must  be  re¬ 
membered,  however,  that  inflows  of  people 
from  outside  of  the  province  also  impose  de¬ 
mands  on  social  services,  which  require  the 
provision  of  additional  “social  overhead  capital” 
in  the  form  of  schools,  health  facilities, 
housing,  public  utilities,  and  water  and  sewage 
systems. 

While  the  continued  shortening  and/or  re¬ 
structuring  of  the  work  week  might  increase 
employee  morale,  it  could  contribute  to  a 
lowering  of  productivity.  In  addition,  a  change 
in  the  work  week  will  impinge  on  the  problems 
of  urbanization,  the  environment,  and  the  use  of 
leisure  time.  However,  to  accommodate  a  more 
flexible  work  week,  it  may  be  necessary  to  re¬ 
view  federal  and  provincial  labour  legislation. 
Meanwhile,  the  Ontario  Government  has  under¬ 
taken  a  demonstration  project  with  more  flexi¬ 
ble  work  schedules  in  the  Queen’s  Park  adminis¬ 
trative  complex  in  Toronto  to  relieve  pressure 
on  the  transportation  system. 

The  recent  trend  to  a  reduction  in  working 
hours  and  the  associated  boom  in  leisure  indus¬ 
tries  are  creating  new  jobs  in  almost  every  sec- 
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tor  of  the  economy;  furthermore,  this  impact  is 
likely  to  result  in  continuing  high  levels  of  pub¬ 
lic  expenditures  on  parkland,  water  facilities, 
highways,  secondary  roads,  and  bridges.  This 
will  occur  at  a  time  when  there  is  increasing 
pressure  for  the  use  of  land. 

Urban  Growth 

Urban  growth  is  sensitive  to  population  move¬ 
ment,  and  trends  in  migration  are  a  key  factor 
in  influencing  the  size  and  characteristics  of 
Ontario  cities.  The  outlook  for  the  future  is  the 
further  general  concentration  of  population 
along  the  Windsor-Montreal  corridor  and 
particularly  within  the  Toronto-Centred  Re¬ 
gion.  One  forecast,7  for  example,  suggests  that 
by  the  year  2000  Metropolitan  Toronto  could 
double  or  treble  its  1966  population  to  reach  4 
or  6  million.  This  would  arise  out  of  economic 
pressures  and  preferences  of  the  population  to 
live  in  an  urban  area. 


1 

The  principal  components  of  household  formation 
are  family  household  formation  and  non-family 
household  formation. 

2  For  detail,  see  Dr.  Clifford  Jutlah’s  “A  Long-Term 
Economic  Forecast  for  Canada  and  Ontario”, 
Ontario  Economic  Review,  Vol.  11,  No.  4  (Toronto: 
Queen ’s  Printer,  1973). 


Whatever  the  magnitude  of  such  a  popula¬ 
tion  increase,  the  growth  of  urban  population  is 
creating  pressures  on  the  nature  and  quality  of 
land  use  in  urban  areas  —  especially  in  and 
around  Metropolitan  Toronto.  This  population 
pressure  has  contributed  to  a  growth  in  land 
and  house  prices,  which  have  risen  faster  than 
personal  incomes.  Thus,  on  average,  whereas 
net  personal  disposable  incomes8  per  household 
in  twelve  selected  urban  areas  of  Ontario  rose 
by  64.1  per  cent  between  1961  and  1971,  the 
cost  of  new  detached  NHA  homes  rose  by 
86.5  per  cent,  and  the  cost  of  new  NHA  lots 
rose  by  189  per  cent. 

Because  of  the  intense  pressure  on  urban 
centres,  there  will  be  a  need  for  more  imagina¬ 
tive  and  innovative  policies  on  the  part  of  both 
the  public  and  private  sectors  to  provide  ade¬ 
quate,  economically  priced  housing.  The  Prov¬ 
ince  has  taken  a  number  of  measures  to  coun¬ 
teract  the  upward  cost  pressures.  A  new  Minis¬ 


The  1971  Ontario  labour  force  figure  is  based  on 
the  1971  Labour  Force  Survey  rather  than  the 
1971  Census. 

4  Urban  population  consists  of  all  people  residing  in 
communities  with  a  population  of  at  least  1,000. 

5  Economic  Council  of  Canada,  “ The  Canadian 
Economy  From  the  1960’s  to  the  1970’s,  ”  Fourth 
Annual  Review  (Ottawa:  Queen’s  Printer,  1967). 
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try  of  Housing  has  been  established  and  various 
initiatives  have  been  taken  to  increase  the  avail¬ 
ability  of  serviced  land  in  major  urban  centres. 
In  addition,  there  has  been  a  determined  effort 
to  redistribute  growth  more  evenly  in  Southern 
Ontario.  The  Toronto-Centred  Region  Plan  rep¬ 
resents  an  attempt  to  structure  the  growth  of 
the  greater  Toronto  area  into  an  orderly  system 
of  urban  communities  incorporating  a  parkway 
belt. 

The  possibilities  for  controlling  urban 
growth  include  co-ordination  of  regional  devel¬ 
opment  with  industrial  and  agricultural  policies, 
limitations  on  urban  sprawl,  integration  of  land 
use,  regional  and  transportation  planning,  and 
the  development  of  fully  planned  communities. 
Perhaps,  however,  there  is  a  need  for  a  more 
comprehensive  Ontario-wide  policy  for  popula¬ 
tion  distribution  linked  with  the  physical  and 
economic  aspects  of  the  planning  of  the 
province. 


6  Freda  Hawkins,  “Canada  and  Immigration:  Public 
Policy  and  Public  Concern”  (Montreal:  the  Insti¬ 
tute  of  Public  Administration  of  Canada,  1972). 

7  Systems  Research  Group:  “Canada:  Population 
Projections  to  the  Year  2000”  (Toronto,  1970). 

8  Personal  disposable  income  is  generally  equivalent 
to  “effective  buying  income”  as  defined  in  Sales 
Management’s  “Survey  of  Buying  Power”,  June 
1962,  pp.  714-718;  and  July  1972,  pp.  E28-E30. 
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About  the  Review 

The  proposal  to  construct  a  2,500-mile  pipeline 
to  carry  natural  gas  from  the  Mackenzie  Delta 
and  from  Prudhoe  Bay  in  Alaska  to  markets  in 
Canada  and  the  United  States  is  the  largest 
project  ever  proposed  in  Canada  by  the  private 
sector.  It  is  not  surprising  then,  that  a  project 
of  the  size  of  the  Mackenzie  Valley  Gas  Pipeline 
should  produce  considerable  concern  regarding 
its  implications  for  the  Canadian  economy. 

The  feature  article  for  the  November/ 
December  edition  of  the  Ontario  Economic 
Review  examines  some  of  the  issues  that  have 
been  raised  in  connection  with  the  construction 
of  the  pipeline.  With  the  aid  of  an  econometric 
model,  the  extent  and  timing  of  the  impacts  are 
traced  out  in  terms  of  interest  rates,  inflation, 
balance  of  payments,  the  exchange  value  of  the 
Canadian  dollar,  employment,  and  GNP. 

No  attempt  is  made  to  answer  the  question 
whether  the  pipeline  should  be  built,  but  only 
what  the  impact  will  likely  be  and  what 
economic  problems  are  likely  to  arise  if  con¬ 
struction  proceeds.  The  article  was  prepared 
by  R.  G.  Fletcher  in  the  Policy  Planning 
Branch,  Office  of  Economic  Policy,  Ministry 
of  Treasury,  Economics  and  Intergovernmental 
Affairs. 

In  an  article  on  the  structure  of  the  Ontario 
economy  in  the  mid-1980’s,  Enedina  Ferik  and 
J.  P.  Warner  of  the  Policy  Planning  Branch  look 
at  the  growth  of  the  manufacturing  and  service 
sectors  of  the  economy  and  project  to  1985  the 
distribution  of  employment  by  sector  in 
Ontario. 

Just  as  agriculture  now  employs  fewer  per¬ 
sons  than  it  did  at  the  turn  of  the  century,  so 
the  manufacturing  and  service  sectors  of  the 
economy  can  be  expected  to  assume  new  rela¬ 
tive  positions  in  the  future. 


Indicator  Charts,  Pages  14-16 

Fluctuations  in  aggregate  economic  activity 
—  commonly  used  to  define  business  cycles  — 
do  not  necessarily  correspond  with  fluctuations 
in  the  individual  activities  which  make  up  the 
aggregate.  Instead  different  indicators  of 
economic  activity  may  vary  with  respect  to 
both  their  rates  of  growth  and  the  timing  of 
their  peaks  and  troughs:  some  may  grow  more 
rapidly  than  others,  some  change  direction 
sooner. 

Those  activities  which  tend  to  assume  a 
direction  in  advance  of  the  aggregate  —  because 
they  relate  to  future  rather  than  present  pro¬ 
duction  —  are  referred  to  as  leading  indicators, 
and  are  widely  used  to  anticipate  the  short-run 
future  course  of  the  overall  economy.  The 
charts  on  pages  14,  1 5  and  16  in  the  Ontario 
Economic  Review  present  a  number  of  these 
leading  indicators,  as  well  as  several  which  are 
coincidental  to  or  lag  behind  the  aggregate,  to 
provide  for  the  reader  an  opportunity  to  make 
such  an  evaluation. 

While  comparisons  of  the  timing  and 
direction  of  general  changes  in  the  various 
indicators  can  readily  be  made,  great  care  must 
be  exercised  in  making  such  a  comparison  of 
the  amplitude  of  fluctuations.  Of  the  three 
vertical  scales  used  —  ‘A’  (arithmetic)  and 
‘LI’  and  ‘L2’  (logarithmic  scales  with  one  and 
two  cycles  respectively  over  a  given  vertical 
distance)  —  only  the  logarithmic  scales  can  be 
used  to  compare  relative  changes  in  different 
indicators.  And  this  applies  only  when  all  series 
being  compared  are  on  the  same  logarithmic 
scale.  In  such  a  situation  all  parallel  lines 
represent  equal  rates  of  growth,  the  exact  rate 
of  growth  being  determined  by  the  slope  of  the 
line. 
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The  Future  Structure  of  Ontario’s  Economy 

Enedina  Ferik  and  J.  P.  Warner,  Economists 
Policy  Planning  Branch 


I  -  INTRODUCTION 

There  are  two  ways  of  describing  the  industrial 
structure  of  an  economy.  The  first  method  is 
based  on  the  distribution  of  employment 
among  the  various  industries.  The  second 
focusses  upon  the  contribution  each  industry 
makes  to  real  domestic  product.  By  both  mea¬ 
sures,  Ontario’s  post-war  economic  develop¬ 
ment  has  brought  significant  shifts  in  its  in¬ 
dustrial  structure.  The  trend  in  Ontario,  as  in 
Canada  and  in  industrialized  countries  in  gen¬ 
eral,  has  been  a  decline  in  employment  in  agri¬ 
culture.  The  relative  importance  of  the  manu¬ 
facturing  sector  and  of  the  service  industries 
depends  upon  the  criteria  used,  but  employ¬ 
ment  in  the  latter  has  grown  very  rapidly. 

A  tentative  view  of  the  future  structure  of 
Ontario’s  economy  was  obtained  by  projecting 
output  to  1985  on  the  basis  of  rates  actually 
experienced  in  Ontario  during  the  period  1961 
to  1970. 1  Employment  in  1985  was  estimated 
from  the  projected  output,  using  three  possible 
productivity  trends. 


Table  I  —  Distribution  of  Employment  in  Ontario,  1951, 

(per  cent) 

1961,  1972 

1951 

1961 

1972 

Goods-producing  Sector 

52.5 

44.0 

38.6 

Agriculture 

10.8 

7.2 

3.6 

Other  Primary 

3.0 

2.7 

1.8 

Manufacturing 

32.4 

27.5 

27.4 

Construction 

6.3 

6.6 

5.8 

Service-producing  Sector 

47.5 

56.0 

61.4 

Transportation,  Communication  and  Other  Utilities 

9.0 

8.3 

7.6 

Trade 

14.6 

15.8 

16.4 

Finance,  Insurance  and  Real  Estate 

3.3 

4.2 

5.1 

Community,  Business  and  Personal  Service 

14.4 

20.0 

25.5 

Public  Administration  and  Defense 

6.2 

7.7 

6.8 

TOTAL 

100.0 

100.0 

100.0 

Source:  Distribution  is  based  on  statistics  from  Census  of  Canada  and  The  Labour  Force  Survey, 
Statistics  Canada. 


Table  II  —  Distribution  of  Output  in  Ontario,  1961  and  1970 

(per  cent) 

1961  1970 


Goods-producing  Sector 

43.1 

44.2 

Agriculture 

3.5 

2.5 

Other  Primary 

3.9 

2.9 

Manufacturing 

30.9 

34.0 

Construction 

4.8 

4.8 

Service-producing  Sector 

56.9 

55.8 

Transportation,  Communication  and  Other  Utilities 

10.6 

11.5 

Trade 

12.8 

13.0 

Finance,  Insurance  and  Real  Estate 

13.3 

11.3 

Community,  Business  and  Personal  Service 

12.7 

14.1 

Public  Administration  and  Defense 

7.5 

5.9 

TOTAL 

100.0 

100.0 

Note:  1961  weights  of  real  gross  domestic  product  are  used. 

Source:  Estimates  of  real  domestic  product  were  made  by  the  Ministry  of  Treasury,  Economics  and 
Intergovernmental  A ffairs. 


II  -  BACKGROUND 

Ontario’s  economy  is  dominated  by  the  manu¬ 
facturing  sector.  It  is  the  Province’s  biggest 
employer  and  provided  27  per  cent  of  all  jobs 
in  1972.  Its  relative  importance  as  the  major 
source  of  employment,  however,  has  been 
diminishing,  as  Table  I  illustrates.  While  manu¬ 
facturing  still  accounted  for  28  per  cent  of 
provincial  employment  in  1961,  the  proportion 
was  32  per  cent  a  decade  earlier.  On  the  other 
hand,  the  growing  importance  of  the  service- 
producing  sector  is  highlighted  by  the  fact  that 
in  1972  it  employed  61  per  cent  of  the  total 
work  force,  as  compared  with  56  per  cent  in 
1961,  and  48  per  cent  in  1951.  Within  the 
service  sector,  community,  business  and  per¬ 
sonal  services  showed  the  greatest  growth  in 
employment  and  accounted  for  51  per  cent  of 
the  total  increase  in  employment  in  the  sector 
during  the  1951-1972  period.  Declines  in 
employment  were  experienced  in  all  the 
primary  industries,  particularly  in  agriculture. 

Another  way  of  viewing  the  structure  of  an 
economy  is  to  look  at  the  proportion  of  total 
output  contributed  by  each  industry.  Table  II 
shows  that  the  manufacturing  sector  accounted 
for  34  per  cent  of  the  total  provincial  output  in 
1970,  as  compared  with  31  per  cent  in  1961, 
while  primary  industries  now  contribute  less  to 
the  provincial  economy.  The  service  sector  of 
the  economy  generated  almost  56  per  cent  of 
the  total  output  in  1970,  down  slightly  from 
56.9  per  cent  in  1961. 


Ill  -  FUTURE  STRUCTURE 

Changes  in  the  industrial  structure  of  the 
economy  are  determined  by  the  relative  rates  of 
growth  of  output  and  of  labour  productivity. 
Since  forecasting  the  productivity  gain  of  a  par¬ 
ticular  industry  is  hazardous,  three  sources  of 
real  output  per  unit  of  labour  input  have  been 
used  to  obtain  a  range  of  forecasts: 


i)  United  States  trends  for  the  period  1948- 
1969  inclusive.2 

ii)  Projections  for  Canada  for  the  period  1970- 
1980  by  the  Economic  Council  of  Canada.3 

iii)  Projections  of  the  productivity  of  Ontario 
industries  prepared  by  the  Ministry  of 
Treasury,  Economics  and  Intergovernmental 
Affairs. 


The  Future  Structure  2 

of  Ontario ’s  Economy 


Figures  for  the  principal  industrial  sectors 
are  listed  in  Table  III.  The  United  States  and 
the  Economic  Council  of  Canada  figures  are 
expressed  in  terms  of  real  output  per  man-hour, 
while  those  of  TE  &  IA  are  expressed  as  real 
output  per  employee. 

Table  IV  shows  the  alternative  employment 
patterns  in  1985,  calculated  on  the  basis  of  the 
three  productivity  trends  and  the  projected  out¬ 
put  for  Ontario. 

These  employment  figures  suggest  that 
manufacturing  will  provide  jobs  for  a  smaller 
proportion  of  the  work  force  in  the  future. 
According  to  these  forecasts,  most  of  the  addi¬ 
tional  employment  will  be  in  the  service-pro¬ 
ducing  sector,  mainly  in  community,  business 
and  personal  services.  The  goods-producing 
industries  in  1985  will  provide  jobs  for  little 
more  than  one-third  of  the  working  population 
in  Ontario. 

The  total  employment  forecast  for  1985 
derived  from  these  productivity  figures  also 
provides  some  indication  as  to  the  amount  of 
latitude  that  may  exist  in  the  labour  market  at 


Table  III  —  Productivity  Trends 

(Average  annual  percentage  increase) 

Output  per  man-hour 

Output  per 
Employee 

U.S. 

ECC 

TE  &  IA 

1948-69 

1970-80 

1970-90 

Agriculture 

5.7 

5.0 

5.7 

Forestry 

- 

5.3 

3.8 

Mining 

3.8 

3.9 

4.8 

Manufacturing 

3.0 

5.6 

3.2 

Utilities 

5.9 

7.8 

4.2 

Construction 

1.3 

2.8 

3.0 

Transportation 

3.2 

4.6 

3.5 

Communication 

5.4 

4.4 

Trade 

2.6 

3.5 

1.6 

Finance,  Insurance  and  Real  Estate 

1.9 

1.7 

1.1 

Services 

1.1 

1.5 

1.5 

Public  Administration  and  Defence 

— 

0.0 

.9 

Source:  Projections  by  the  ECC,  by  TE  &  IA,  and  by  J.  W.  Kendrick. 

Table  IV  —  Industrial  Structure,  Ontario,  1985 

OUTPUT 

EMPLOYMENT  (three  productivity  projections)1 2 

Real  Domestic  Product 

1 

II 

III 

(per  cent) 

(000’s) 

(per  cent) 

(000’s) 

(per  cent) 

(000’s) 

(per  cent) 

Goods-producing  Sector 

45.5 

1,803 

33.9 

1,411 

30.7 

1,760 

34.0 

Agriculture 

1.4 

72 

1.4 

78 

1.7 

72 

1.4 

Other  Primary 

1.7 

— 

— 

47 

1.0 

45 

.9 

Manufacturing 

37.7 

1,397 

26.2 

1,010 

22.0 

1,359 

26.2 

Construction 

4.7 

334 

6.3 

276 

6.0 

284 

5.5 

Service-producing  Sector 

54.5 

3,066 

57.5 

3,183 

69.3 

3,418 

66.0 

Transportation,  Communication  and  Other  Utilities 

12.9 

318 

5.9 

281 

6.1 

334 

6.5 

Trade 

13.1 

808 

15.2 

721 

15.7 

919 

17.7 

Finance,  Insurance  and  Real  Estate 

8.2 

207 

3.8 

212 

4.6 

230 

4.4 

Community,  Business  and  Personal  Service 

16.4 

1,733 

32.6 

1,647 

35.9 

1,647 

31.8 

Public  Administration  and  Defence 

3.9 

— 

— 

322 

7.0 

288 

5.6 

TOTAL 

100.0 

4,869 

91.4(0 

4,594 

100.0 

5,178 

100.0 

1  U.S.  productivity  measures  did  not  cover  all  sectors  of  the  economy.  The  total  of  91.4  per  cent  is  based  on  the  1972  proportion  of  total  employment 
contributed  by  industries  for  which  U.S.  productivity  measures  were  available. 

2 1  U.S.  productivity  trends,  1948-69. 

II  ECC  projections,  1970-80. 

III  TE  &  IA  projections,  1970-90. 
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that  time.  The  employment  forecast  based  on 
TE  &  IA  productivity  projections  indicates  a 
total  demand  for  workers  that  exceeds  the  total 
labour  force  as  estimated  by  Dallimore  and 
Lampert,4  who  suggest  that  about  4,935,000 
persons  will  be  available  for  employment  in 
1986,  assuming  a  net  migration  gain  of  60,000 
per  year.  The  forecast  of  total  employment  in 
Ontario  based  on  the  U.S.  experience  during 
1948  to  1969  also  indicates  a  potentially  tight 
labour  market  in  the  mid- 1980’s.  The  employ¬ 
ment  forecast  based  on  productivity  trends  pro¬ 
jected  by  the  Economic  Council  of  Canada  for 
the  period  1970-80  indicates  a  substantially 
lower  demand  for  labour;  hence,  there  could  be 
some  scope  for  a  reduction  in  the  work  week  in 

1985  and  possibly  some  increase  in  vacation 
time. 

The  proportion  of  total  output  generated  by 
each  sector  is  the  alternative  way  of  looking  at 
the  structure  of  the  economy.  The  contribu¬ 
tion  of  each  industry  —  its  value  added  —  is 


equivalent  to  total  wages,  interest  and  rent  paid, 
plus  the  profit  or  loss  earned. 

The  industrial  structure,  by  this  measure, 
thus  depends  largely  upon  who  directly  benefits 
from  the  productivity  gains  realized.  If  all 
productivity  gains  are  retained  as  higher  wages, 
a  structure  close  to  the  output  projection  for 
1985  will  be  obtained.  If,  on  the  other  hand, 
the  productivity  gains  are  passed  on  as  less 
expensive  products,  one  of  the  industrial  struc¬ 
tures  based  on  employment  may  be  more 
applicable.  The  most  likely  outcome  is  a  struc¬ 
ture  between  these  two.  In  this  event,  wages 
would  not  be  so  high  as  they  would  be  if 
productivity  gains  accrued  to  labour  alone,  nor 
prices  so  low  as  they  would  be  if  there  were  no 
direct  benefits  to  labour. 

IV  -  CONCLUSION 

On  balance,  there  appears  to  be  every  likeli¬ 
hood  that  the  proportion  of  gross  provincial 


product  and  of  total  employment  contributed 
by  the  manufacturing  and  the  primary 
industries  will  decline,  mainly  as  a  consequence 
of  the  continuing  productivity  gains  achieved 
by  these  industries.  Concurrently,  there  will  be 
an  increase  in  the  relative  contribution  made  by 
the  service-producing  sector  (see  Figure  1). 

The  changes  in  the  relative  importance  of 
the  various  sectors  will  have  an  important  effect 
on  the  labour  market.  The  type  of  jobs  that  can 
be  offered  to  the  work  force  and  type  of  skills 
that  will  be  needed  will  change  significantly. 

The  growth  of  the  service  industries  is  a 
characteristic  of  the  post-industrial  society. 
There  is  no  suggestion  that  the  output  of  goods 
will  decline.  The  process  of  adjustment  will  not 
be  dissimilar  to  that  which  has  occurred  with 
agriculture  where  output  is  as  high  or  higher 
than  ever  before.  In  these  circumstances 
Ontario  should  be  alert  to  opportunities  to 
develop  domestic  and  international  markets  for 
its  services. 


Figure  1 

INDUSTRIAL  STRUCTURE  OF  ONTARIO 
BY  EMPLOYMENT  DISTRIBUTION  IN  1985 


A  agriculture 


B  manufacturing 


C  construction 

□  transportation,  communication  and  other  utilities 

E-trade 
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1  It  is  interesting  to  note  that  the  total  output  forecast 
by  this  method  (weighted  on  a  1961  base)  is  very 
close  to  that  obtained  for  1985  by  another  method. 
See  Dr.  Clifford  Jutlah’s  “A  Long-Term  Economic 
Forecast  for  Canada  and  Ontario”,  Ontario  Economic 
Review,  Vol.  11,  No.  4.  (Toronto:  Queen’s  Printer, 
1973). 


2  Productivity  trends  in  the  United  States  for  1948- 
1969  were  presented  by  John  W.  Kendrick,  Vice- 
President,  Director  of  Economic  Research,  The  Con¬ 
ference  Board,  in  an  address  in  New  York,  May  22, 
1973. 


3  Economic  Council  of  Canada,  “The  Years  to  1980”, 
Ninth  Annual  Review  (Ottawa:  Information  Canada, 
1972). 

4  D.  C.  Dallimore  and  B.  Lampert  “Demographic 
Trends  in  Ontario:  Some  Policy  Considerations”, 
Ontario  Economic  Review,  Vol.  11,  No.  5.  (Toronto: 
Queen’s  Printer,  1973). 
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I  -  INTRODUCTION 

The  ability  of  the  Ontario  economy  to  meet  the 
economic  and  social  priorities  of  the  Province 
over  the  next  ten  years  will  depend  to  a  con¬ 
siderable  extent  on  the  efficiency  of  the  Cana¬ 
dian  financial  system  in  allocating  funds  to 
alternative  demands  for  capital  assets.  It  will 
also  depend  on  the  flexibility  of  capital  markets 
in  adapting  to  sudden  sectoral  changes  in  the 
demand  for,  and  supply  of,  capital  funds. 

If  unusually  large  capital  demands  arise  in 
the  industrial  and  public  sectors,  other  sectors, 
such  as  small  businesses  and  housing,  experi¬ 
ence  greater  difficulty  in  competing  for  neces¬ 
sary  funds,  and  there  may  even  be  times  when 
such  sectors  may  not  obtain  the  amount  of 
funds  considered  socially  desirable.  It  is 
important,  therefore,  to  identify  specific  large 
investment  projects  that  are  likely  to  arise  in 
the  medium  term,  assess  their  economic  impact, 
and  determine  their  consequences  for  Ontario’s 
social  and  economic  objectives. 

The  proposed  construction  of  the  Mackenzie 
Valley  Gas  Pipeline  (referred  to  as  the  MVGP 
throughout  the  remainder  of  this  article)  is  one 
of  a  number  of  potential  projects  that  will  signi¬ 
ficantly  increase  the  demand  for  funds  in  the 
medium  term.  It  has  been  singled  out  for 
special  study  because  it  is  an  unusually  large 
project,  costing  approximately  $5  billion.  There 
are  three  basic  issues  of  interest  concerning  the 
impact  of  a  project  of  this  size: 

1.  There  is  a  strong  possibility  of  an  apprecia¬ 
tion  of  the  exchange  value  of  the  Canadian 
dollar  during  the  construction  phase  of  the 
pipeline  because  of  the  expected  large 
capital  inflows  that  will  be  required  for 
financing.  Furthermore,  upward  pressure  on 
the  Canadian  dollar  could  well  be  main¬ 
tained  after  the  construction  is  completed 
because  much  of  the  gas  from  the  Mackenzie 
Delta  would  be  exported  initially  to  the  U.S. 
market  and  would  result  in  a  substantial 
jump  in  the  value  of  Canadian  resource 
exports.  There  is,  therefore,  some  concern 
that  the  project,  through  the  appreciation  of 
the  Canadian  dollar,  would  adversely  affect 
the  competitive  position  of  Canadian 
export-and  import-competing  industries. 

2.  There  is  an  additional  concern  that  if  con¬ 
struction  takes  place  during  a  period  of  high 
economic  activity,  stress  would  be  placed  on 
Canadian  industrial  capacity,  leading  to  up¬ 
ward  pressure  on  prices,  wages,  and  interest 
rates. 

3.  Because  such  a  project  would  likely  be  suc¬ 

cessful  in  competing  for  financial  capital  and 


economic  resources,  it  could  displace 
resources  intended  for  existing  public-and 
private-sector  economic  activities.  Growth 
opportunities  in  other  sectors  of  the 
economy  might,  therefore,  be  restricted  in 
the  short  run.  Adjustments  would  have  to 
take  place  in  other  industries,  and  a  scarcity 
of  funds  might  arise  for  social  development 
capital. 

II  -  THE  ECONOMIC  IMPACT  OF  THE 
CONSTRUCTION  AND  OPERATIONAL 
PHASES  OF  THE  MVGP 

The  economic  impact  of  the  construction  of 
the  pipeline  is  determined  by  comparing  two 
economic  forecasts  which  were  carried  out  with 
the  aid  of  a  modified  version  of  the  TRACE 
econometric  model.1  The  first  forecast  is  the 
“Basic  Economic  Forecast”  to  1985, 2  which 
provides  for  total  capital  expenditures  in  energy 
developments  of  approximately  $45  billion 
between  1973  and  1980.  Such  expenditures 
include:  the  continuation  of  the  present  rate  of 
oil  and  gas  exploration,  development,  process¬ 
ing,  and  distribution;  the  forecast  development 
of  investment  expenditures  for  Ontario  Hydro 
and  other  electric  utilities;  and  a  moderate  rate 
of  development  of  the  Athabasca  tar  sands.  The 
second  forecast  is  based  upon  the  above  energy 
developments,  plus  the  estimated  investment 
expenditures  required  for  the  construction  of 
the  MVGP  and  the  additional  revenues  expect¬ 
ed  from  the  export  of  the  Mackenzie  Valley 
gas.  With  the  aid  of  the  TRACE  model,  there¬ 
fore,  two  pictures  were  obtained  of  the 
economy  —  one  that  excludes  the  pipeline,  and 
one  that  includes  it. 

Certain  assumptions  had  to  be  made  with 
respect  to  the  construction  and  operation  of 
the  pipeline.3  In  the  first  set  of  assumptions  it 
was  assumed  that  construction  would  take 
place  over  a  period  of  five  years,  beginning  in 
1976,  with  the  major  portion  to  be  completed 
in  the  first  three  years.  At  full  capacity  the 
pipeline  would  deliver  4.0  billion  cu.  ft.  of 
natural  gas  per  day.  It  was  further  assumed  that 
initially,  approximately  60  to  65  per  cent  of 
the  utilized  pipeline  capacity  would  be  for  Cana¬ 
dian  gas  with  the  remainder  being  U.S.  gas  from 
Prudhoe  Bay  in  Alaska.  The  total  cost  of  the 
project  amounts  to  approximately  $5  billion, 
measured  at  current  prices.  The  financing  was 
assumed  to  involve  a  51/49  split  between  Cana¬ 
dian  and  U.S.  equity  ownership,  and  a  4/1 
debt-equity  ratio.  Comparisons  in  this  section 
are  also  based  on  the  assumption  that  67  per 
cent  of  the  debt  was  financed  from  abroad.  The 
import  content  was  assumed  to  be  20  per  cent 


of  the  total  cost,  with  the  goods  and  services 
imported  for  the  construction  of  the  pipeline 
being  financed  from  the  funds  borrowed 
abroad.  It  was  further  assumed  that  the  gross 
value  of  gas  exports  will  be  about  $1  billion  per 
year.  This  assumption  was  based  on  the  view 
that  initially  all  Canadian  gas  would  be  exported 
during  the  time  period  under  consideration  at  a 
delivered  price  of  $1 .00  per  mcf.4 

The  impacts  of  alternative  sets  of  assump¬ 
tions  concerning  foreign-domestic  mix  of  debt 
financing,  different  import  content,  and  a  later 
date  of  construction  are  considered  in  later 
sections. 

The  Impact  on  Business 
Gross  Fixed  Capital  Formation 

The  construction  of  the  MVGP  would  result  in 
large  direct  increases  in  investment  in  non- 
residential  construction  and  in  machinery  and 
equipment,  but  in  addition  the  increased  busi¬ 
ness  activity  and  income  generated  by  the  pipe¬ 
line  construction  would  induce  additional 
investment  in  other  sectors  of  the  economy. 
During  the  years  of  construction,  real  non-resi- 
dential  construction  spending  increases  could 
average  about  6.5  per  cent,  as  compared  with 
about  a  4.0  per  cent  annual  average  increase 
indicated  in  the  basic  forecast.  With  construc¬ 
tion  completed,  a  reduction  in  spending  for 
non-residential  construction  occurs.  This  can  be 
compared  with  a  relatively  flat  performance  in 
the  basic  forecast  during  this  period  (see  Figure 
1). 

While  a  pronounced  investment  cycle  occurs 
in  non-residential  construction  in  the  basic  fore¬ 
cast,  the  effect  of  the  MVGP  project  is  to 
increase  the  amplitude  of  this  cycle.  The  peaks 
become  higher  and  the  troughs  become  deeper 
(see  Figure  1).  Non-residential  construction 
spending  (including  the  MVGP),  therefore, 
becomes  a  more  unstable  factor  in  the  economy 
than  it  otherwise  would  be,  inducing  greater 
instability  in  the  economy. 

A  similar  pattern  is  indicated  for  investment 
in  machinery  and  equipment.  In  this  case,  the 
cyclical  pattern  is  less  extreme,  but  the  con¬ 
struction  of  the  pipeline  results  in  a  more  pro¬ 
nounced  cycle,  making  machinery  and  equip¬ 
ment  investment  an  additional  economic 
destabilizing  factor  in  the  pipeline  construction 
period  (see  Figure  2). 

The  Impact  on  Long-Term  Interest  Rates 

The  basic  forecast  indicates  that  long-term 
interest  rates  could  continue  to  increase 
through  the  early  part  of  the  1970’s,  reaching  a 
peak  in  1975.  They  would  then  gradually 
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Fig.  i  -  Non -Residential  Construction  Spending  in  Constant  (1961)  Dollars 


$  billions 
6  r- 


1971  1972  1973  1974  1975  1976  1977  1978  1979  1980  1981  1982  1983  1984  1985 


decline  throughout  the  remainder  of  the  fore¬ 
cast  period.  With  the  assumed  method  of 
financing,  the  construction  of  the  pipeline 
would  postpone  this  forecast  reduction.  How¬ 
ever,  the  simulations  indicate  no  more  than  a 
26  basis  points  rise  in  rates.  The  overall  result  is 
that  slightly  higher  interest  rates  can  be 
expected  during  the  construction  phase  of  the 
pipeline,  with  a  subsequent  return  to  a  more 
“normal”5  situation  (see  Figure  3).  It  is  impor¬ 
tant  to  note,  however,  that  the  impact  on  inter¬ 
est  rates  depends  to  a  great  extent  on  the 
method  of  financing,  which  is  considered  in  a 
later  section. 

L 

The  Impact  on  Prices 

The  increase  in  business  activity  initiated  by  the 
construction  of  the  pipeline  will  result  in  some 
upward  pressure  on  prices.  Unfortunately, 
because  of  the  assumed  timing  of  the  project, 
the  cyclical  nature  of  price  level  changes  indi¬ 
cated  by  the  basic  forecast  is  reinforced  by  the 
project.  The  basic  forecast  indicates  a  rise  in  the 
rate  of  price  level  increase  until  1977.  The  con¬ 
struction  of  the  pipeline  strengthens  this  rise  in 
prices  in  the  latter  part  of  the  1970’s  (see  Figure 


4).  In  the  basic  forecast  price  increases  average 
4.8  per  cent  per  year  in  1978-79.  This  would 
jump  to  5.6  per  cent  if  the  pipeline  were 
constructed. 

The  Impact  on  the  Balance 
of  International  Payments 
and  the  Exchange  Rate 

During  the  construction  phase  of  the  pipeline 
there  would  be  an  increase  in  long-term  capital 
inflows  of  approximately  $4.0  billion.  In  the 
early  stages,  the  largest  part  of  the  increase 
would  arise  from  the  foreign  borrowing 
required  for  the  financing  of  the  project.  In  the 
later  stages  of  construction,  the  increased  in¬ 
flow  is  a  result  of  the  rise  in  Canadian  long-term 
interest  rates  and  an  acceleration  in  investment 
spending  generated  indirectly  by  the  construc¬ 
tion  of  the  pipeline.  The  increased  investment 
spending  will  place  even  greater  demands  on  a 
Canadian  capital  market  that  will  be  severely 
strained  to  meet  the  borrowing  requirements  of 
governments,  housing,  and  business.6  The  addi¬ 
tional  domestic  financing  demands  due  to  the 
MVGP  could  mean  that  corporations  and 
perhaps  some  governments  might  have  to 


borrow  in  foreign  markets  to  a  greater  extent 
than  they  would  otherwise  have  had  to. 

The  increase  in  long-term  capital  inflows 
would  exert  strong  upward  pressure  on  the 
value  of  the  Canadian  dollar.  However,  at  the 
same  time,  there  would  be  some  downward 
pressure  because  of  an  increase  in  the  deficit  on 
current  account. 

The  increased  business  activity  generated  by 
the  pipeline  construction,  along  with  the  rise  in 
domestic  prices  during  the  later  stages  of  con¬ 
struction,  results  in  a  larger  increase  in  imports 
of  goods  and  services  than  that  predicted  in  the 
basic  forecast.  The  net  result  is  a  reduction  in 
the  merchandise  trade  balance  and  a  slight 
increase  in  the  service  transactions  deficit, 
resulting  in  an  overall  increase  in  the  current 
account  deficit  which  very  nearly  compensates 
for  the  increase  in  long-term  capital  move¬ 
ments.  The  outcome  is  that  the  appreciation  of 
the  Canadian  dollar  is  held  to  approximately 
1.0  per  cent  during  the  construction  period. 
Canadian  exports  of  goods  and  services,  there¬ 
fore,  should  not  be  affected  to  any  appreciable 
degree  by  the  indirect  economic  effects  of  the 
construction  of  a  gas  pipeline  from  the 
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Fig. 2 
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Fig. 3  -  Interest  Rate  on  Government  of  Canada  Bonds  (  over  10  years ) 


Fig. 4  -  Change  in  GNP  Implicit  Price  Deflator 
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Mackenzie  Delta.  However,  this  would  hold 
true  only  under  the  assumptions  of  financing 
and  import  content  given  above. 

With  construction  completed,  there  would 
be  a  jump  in  exports,  due  to  the  additional  sales 
of  gas  to  the  United  States.  This  gain  in  exports 
would  exert  some  upward  pressure  on  the  Cana¬ 
dian  dollar,  but,  at  the  same  time,  long-term 
capital  movements  should  begin  to  taper  off 
because  the  large  financing  aspects  would  have 
come  to  an  end  and  because  interest  rates 
would  have  fallen  back  to  “normal”  levels. 
There  might  also  be  an  increase  in  the  service 
transactions  deficit  arising  from  the  increase  in 
income  paid  to  non-residents  holding  pipeline 
bonds  and  shares.  The  overall  result  would  be 
that  in  the  post-construction  phase  there  would 
be  little  upward  pressure  on  the  Canadian  dollar 
as  a  result  of  the  MVGP  operations. 

The  Impact  on  Employment 
and  the  Unemployment  Rate 
The  number  of  jobs  directly  created  during  con¬ 
struction  of  the  MVGP  has  been  estimated  at 


7,0007,  and  there  will  also  be  large  indirect  and 
induced  employment  effects.  From  1976  to 
1980  the  basic  forecast  indicates  an  average 
unemployment  rate  of  4.4  per  cent,  with  a  low 
of  4.0  per  cent  in  1979.  With  the  construction 
of  the  MVGP,  the  average  unemployment  rate 
during  this  period  falls  to  4.0  per  cent,  with  a 
low  of  3.4  per  cent  occurring  in  both  1978  and 
1979  (see  Figure  5).  Labour  markets  could  be 
tight  from  1978  to  1980  —  presenting  a  differ¬ 
ent  set  of  labour  supply  problems  from  those 
experienced  in  the  past  few  years.  However, 
with  construction  over,  employment  would  be 
adversely  affected,  and  the  unemployment  rate 
could  jump  to  an  average  of  about  5.0  per  cent 
in  the  early  1980’s.  This  rate  can  be  compared 
with  an  average  rate  of  4.6  per  cent  in  the  early 
1970’s  if  the  pipeline  is  not  constructed.  The 
projected  path  of  the  unemployment  rate  again 
emphasizes  the  degree  of  economic  and  social 
instability  that  can  result  from  capital  projects 
the  size  of  the  MVGP  unless  suitable  govern¬ 
mental  policy  offsets  can  be  applied. 


The  Impact  on  GNP 

The  overall  effect  of  construction  and  oper¬ 
ation  of  a  gas  pipeline  from  the  Mackenzie 
Delta  would  be  to  increase  investment  in  non- 
residential  construction  and  machinery  and 
equipment  during  the  construction  phase  of  the 
project  by  $6  to  $7  billion  in  real  terms. 
At  the  same  time,  there  could  be  some  increase 
in  imports.  The  overall  result  would  be  to  raise 
the  growth  rate  of  real  GNP  in  the  period  of 
construction  slightly  above  the  forecast  rate  in 
an  economy  without  the  MVGP.  When  con¬ 
struction  is  completed,  there  would  be  a  reduc¬ 
tion  in  investment  activity,  but  the  additional 
growth  in  the  gas  exports  offsets  to  some 
extent  the  reduction  in  investment  spending. 
The  aggregate  effect  could  be  a  very  slight 
reduction  in  the  economy’s  real  growth  rate, 
compared  with  an  economy  without  the  pipe¬ 
line  during  the  first  few  years  after  construction. 

Although  the  annual  average  forecast  growth 
of  GNP  differs  very  little  during  the  forecast 
period,  with  or  without  the  construction  of  the 


Fig.  5  -  Unemployment  Rate 
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pipeline,  there  is  a  difference  in  the  pattern  and 
timing  of  that  growth.  With  the  inclusion  of  the 
MVGP,  the  peaks  of  business  activity  are  higher 
and  the  troughs  lower  (see  Figure  6). 


Ill  -  THE  CONSEQUENCES  OF 
INCREASING  THE 
IMPORT  CONTENT 

It  has  been  suggested  that  the  adverse  economic 
impacts  of  the  pipeline  could  be  lessened  by 
increasing  the  import  content  of  the  pipeline 
construction.  The  essence  of  the  argument  is 
that  if  all  imports  were  purchased  by  funds 
borrowed  abroad,  there  would  be  a  reduction  in 


the  long-term  capital  inflow,  compared  with  a 
case  of  lower  import  content.  From  this  would 
flow  reduced  upward  pressure  on  the  value  of 
the  Canadian  dollar  and  less  disruption  to  the 
Canadian  economy. 

To  determine  the  validity  of  this  argument,  a 
simulation  was  carried  out  in  which  the  import 
content  was  doubled  over  that  of  the  previous 
simulation  to  40  per  cent  of  the  capital  cost  of 
the  project.  All  other  assumptions  remained  un¬ 
altered.  It  should  be  noted,  however,  that  even 
with  this  relatively  high  import  content  there 
would  be  some  direct  increase  in  net  long-term 
capital  inflows,  compared  to  an  economy  with¬ 
out  the  pipeline.  This  would  always  be  the  case 
unless  the  import  content  became  as  great  as 


the  amount  borrowed  abroad,  which  is  rather 
unusual  in  construction  projects  of  this  kind. 

With  the  higher  import  content,  total  invest¬ 
ment  spending  follows  the  same  path  as  indi¬ 
cated  in  the  case  with  20  per  cent  import 
content  (but  at  a  slightly  lower  level  during  the 
construction  phase).  This  would  be  the  case 
because  the  replacement  by  imports  of 
domestic  inputs  used  in  the  pipeline  construc¬ 
tion  would  result  in  a  reduction  in  indirect 
investment.  Investment  still  contributes  to 
instability,  but  not  to  the  same  degree  as  would 
be  the  case  with  a  lower  import  content.  To 
this  extent,  the  substitution  of  imported 
materials  would  lessen  the  destabilizing  impact 
of  the  pipeline  on  the  national  economy. 


Fig.  6  -  Growth  Rates  in  Real  GIMP 
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Long-term  capital  movements  would  also 
follow  the  same  path  as  in  the  20  per  cent 
import  content  case  (but  again  at  a  slightly 
lower  level).  Therefore,  the  upward  pressure  on 
the  Canadian  dollar  would  not  be  so  great  as  it 
would  be  in  the  20  per  cent  export  content 
case.  Even  with  a  doubling  of  the  import  con¬ 
tent  from  20  per  cent  to  40  per  cent  of  the 
capital  cost,  there  would  be  an  increase  in  busi¬ 
ness  activity,  compared  with  an  economy  with¬ 
out  the  pipeline.  This  would  result  in  increased 
imports  of  goods  and  services,  with  an  increase 
in  the  current  account  deficit.  Of  course,  the 
increase  would  not  be  so  great  as  that  in  the  20 
per  cent  import  content  case,  yet  it  would  be  of 
sufficient  size  to  completely  compensate  for 
the  increase  in  long-term  capital  inflows.  There 
would  be,  therefore,  little  or  no  tendency  for 
the  Canadian  dollar  to  appreciate;  and  as  a 
result,  exports  would  be  slightly  higher  in  this 
case  than  they  would  be  in  a  situation  where 
the  import  content  of  the  pipeline  were  only  20 
per  cent.  The  higher  relative  level  of  exports 
would  furthermore  make  up  for  the  reduction 
in  investment  spending,  so  that  business  activity 
of  the  40  per  cent  import  content  case  would 
be  similar  to,  but  more  balanced  than,  the  level 
and  path  of  business  activity  of  the  20  per  cent 
content  case. 

The  impact  on  prices,  interest  rates,  employ¬ 
ment,  and  the  unemployment  rate  are  also 
similar.  Price  increases  during  construction 
could  average  4.9  per  cent  in  both  the  20  per 
cent  and  40  per  cent  import  content  case,  up 
from  the  projected  average  of  4.6  per  cent 
annual  rate  of  increase  during  this  same  period 
(1976-1980)  in  an  economy  without  the  pipe¬ 
line.  Unemployment  could  average  4.0  per  cent 
in  the  period  during  construction  jumping  to  a 
4.8  per  cent  to  4.9  per  cent  annual  average  in 
the  three  years  immediately  after  construction 
ends.  (In  both  import  cases,  the  unemployment 
rate,  at  its  lowest  level,  could  fall  to  3.4  per 
cent.)  Interest  rates  could  average  10  to  15 
basis  points  higher  in  both  cases,  compared 
with  rates  projected  in  the  basic  forecast. 

The  results  of  this  particular  simulation, 
therefore,  indicate  that  the  aggregate  economic 
impact  of  the  construction  and  operation  of  the 
pipeline  will  not  be  reduced  by  any  appreciable 
amount  by  increasing  the  import  content  of  the 
pipeline  construction.  Aside  from  the  issue  of 
balance  between  imports  and  exports  and  the 
stability  of  the  investment  goods  industries, 
there  would  be  just  as  much  pressure  on  the 
country’s  productive  capacity,  price  level, 
labour  markets,  and  interest  rates  if  the  import 
content  of  the  project  were  40  per  cent,  as  there 
would  if  the  import  content  were  20  per  cent. 


IV  -  THE  CONSEQUENCES  OF 

INCREASING  THE  PROPORTION 

OF  FOREIGN  DEBT 

Under  the  first  set  of  assumptions,  67  per  cent 
of  the  long-term  debt  requirements  would  be 
obtained  abroad.  To  determine  the  impact  of 
increasing  the  proportion  of  foreign  long-term 
debt,  another  simulation  was  run  in  which  100 
per  cent  of  the  long-term  debt  was  foreign 
financed.  (All  other  assumptions  remain  as  out¬ 
lined  in  Section  II.) 

Increasing  the  proportion  of  foreign  debt 
would  have  no  impact  on  investment  spending 
during  the  early  construction  phase  of  the  pipe¬ 
line.  With  100  per  cent  foreign-debt  financing, 
long-term  capital  inflows  are,  of  course,  larger 
and  therefore  there  would  be  greater  upward 
pressure  on  the  exchange  value  of  the  Canadian 
dollar.  As  indicated  in  Section  II,  under  the 
first  set  of  assumptions,  which  includes  67  per 
cent  foreign-debt  financing,  the  Canadian  dollar 
could  appreciate  by  1  per  cent  during  the  early 
construction  stage,  compared  with  an  economy 
without  the  pipeline.  By  increasing  the  pro¬ 
portion  of  foreign-debt  financing  to  100  per 
cent,  there  could  be  at  least  a  2  per  cent  appre¬ 
ciation.  The  growth  of  exports  would  be 
reduced  to  some  extent,  with  some  increase  in 
the  level  of  imports.  However,  the  resulting 
increase  in  the  current  account  deficit  would 
prevent  the  dollar  from  appreciating  as  much  as 
might  be  expected. 

Under  conditions  of  high  foreign-debt 
financing,  because  of  reduced  export  activity, 
increased  imports,  and  essentially  unchanged 
investment  spending,  there  would  be  a  slight 
slowdown  in  business  activity  in  the  early  stages 
of  construction,  compared  with  a  situation 
where  the  proportion  of  foreign  debt  were  less. 
This  shows  up  in  the  projections  of  a  slightly 
higher  unemployment  rate,8  marginally  lower 
interest  rates,  and  a  lower  rate  of  inflation. 

As  the  main  financing  aspects  of  the  pipeline 
construction  come  to  an  end,  investment 
activity  in  general  would  increase  with  the 
lower  interest  rates  and  greater  availability  of 
domestic  funds  for  investment.  In  the  post¬ 
construction  phase,  the  economy  would  closely 
resemble  the  situation  in  which  the  financing  of 
the  pipeline  were  carried  out  with  a  smaller  pro¬ 
portion  of  foreign  long-term  debt. 

V  -  THE  CONSEQUENCES  OF 

INCREASING  THE  MONEY  SUPPLY 
DURING  CONSTRUCTION 

Given  the  assumptions  that  51  per  cent  of  the 
equity  will  be  issued  in  Canada,  that  33  per 


cent  of  the  long-term  debt  is  to  be  domestic 
debt,  and  that  substantial  bank  loans  will  be 
required,  capital  markets  would  be  tight  during 
the  time  required  to  finance  the  project.9  In 
order  to  make  it  somewhat  easier  to  carry  out 
the  domestic  financing,  there  might  be  a  ten¬ 
dency  on  the  part  of  the  federal  government  to 
increase  the  money  supply  at  a  greater  rate  than 
that  assumed  for  the  above  simulations  and  that 
for  the  basic  forecast.  There  also  exists  the 
possibility  that  the  federal  government  would 
purchase  some  or  all  of  that  part  of  the  long¬ 
term  debt  which  is  issued  in  Canada.  In  order  to 
lessen  the  impact  on  domestic  capital  markets, 
it  would  seem  likely  that  federal  government 
purchases  of  this  debt  would  be  financed  by 
increases  in  the  money  supply. 

In  order  to  determine  the  economic  impact 
of  such  an  increase  in  the  money  supply,  a 
simulation  was  run  in  which  the  rate  of  increase 
in  the  money  supply  was  accelerated  to  take 
into  account  the  increased  domestic  debt  load 
required  by  the  MVGP.  It  was  assumed  that 
after  the  financing  phase  was  completed,  the 
rate  of  increase  in  the  money  supply  would  be 
reduced  to  a  constant  rate  of  10  per  cent  per 
year.10 

If  the  money  supply  were  increased  in  the 
manner  indicated  above,  a  larger  proportion  of 
domestic  financing  demands  would  be  met  in 
this  case  than  that  in  a  situation  where  the 
money  supply  were  not  increased,  and  business 
activity  would  increase  accordingly.  Because  of 
this  greater  demand,  a  severe  strain  would  be 
placed  on  domestic  plant  capacity,  and  an 
acceleration  in  the  rate  of  inflation  would 
occur.  In  the  last  three  years  of  construction, 
1978-80,  increases  in  the  GNP  Implicit  Price 
Deflator  would  average  6.4  per  cent  per  year 
under  the  assumption  that  the  money  supply 
increased  by  an  amount  equivalent  to  the 
increase  in  the  domestic  debt  load  of  the 
MVGP.  This  compares  with  a  5.6  per  cent  rate 
of  increase  if  the  increase  in  the  money  supply 
were  not  to  take  account  of  this  additional 
domestic  debt  financing,  and  a  4.9  per  cent 
average  rate  of  increase  in  an  economy  without 
the  pipeline. 

To  discount  this  higher  inflationary  factor, 
interest  rates  could  be  approximately  65  basis 
points  higher  towards  the  end  of  the  construc¬ 
tion  period,  compared  with  those  rates  in  the 
basic  forecast. 1 1  It  would  not  be  until  the  mid- 
1 980’s  that  they  would  move  down  to  approxi¬ 
mately  the  levels  that  would  prevail  if  money 
supply  were  kept  at  a  constant  rate  of  increase. 

Investment  spending  would  move  up  slightly 
with  the  greater  availability  of  domestic  funds. 
Imports  would  increase  somewhat  with  the 
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increase  in  investment  activity  and  higher 
domestic  prices.  Hie  price  rise  would  also  result 
in  a  slowdown  in  exports.  Because  of  the 
increases  in  imports  and  reductions  in  exports, 
the  upward  pressure  on  the  exchange  rate 
would  be  fully  compensated  for,  so  that  during 
the  period  of  construction  and  financing  the 
exchange  rate  would  not  be  affected. 

Of  all  the  simulations  considered  in  this 
study,  the  one  described  above  resulted  in  the 
greatest  instability  in  the  economy.  However,  it 

1  should  be  pointed  out  that  the  resulting  impact 
depends  to  a  considerable  extent  on  the  phase 
of  the  business  cycle  when  the  construction  and 
the  increase  in  the  money  supply  take  place. 
The  basic  forecast  indicates  that  from  1976-80 
the  economy  moves  from  a  period  of  a  rela¬ 
tively  low  business  utilization  rate  to  one 
of  a  relatively  high  utilization  rate.  Imposing  a 
higher  rate  of  increase  in  the  money  supply  in 
this  period  results  in  higher  rates  of  inflation 
and  higher  interest  rates  as  indicated  above. 
However,  larger  increases  in  the  money  supply 
during  a  period  of  slackness  in  the  economy 
would  quite  likely  give  different  results  from 
those  recorded  here,  and  might  be  an  appro¬ 
priate  policy. 

VI  -  THE  CONSEQUENCES 
OF  POSTPONEMENT 

Because  of  the  economic  instability  generated 
by  a  project  as  large  as  the  MVGP  (if  initiated 
in  the  mid- 1970’s),  and  because  of  the  unlikeli¬ 
hood  that  frontier  gas  will  be  required  for 
domestic  use  until  at  least  the  mid-1980’s,  it  is 
of  some  interest  to  determine  the  economic 
impact  of  the  pipeline  if  the  construction  were 
postponed  for  a  few  years.  Furthermore,  the 
basic  forecast  indicates  that  from  1978-79  to 
1982  the  economy  could  move  from  a  period 
of  a  relatively  high  capacity  utilization  to  a 
period  of  a  relatively  low  capacity  utilization. 
By  simulating  a  postponement  of  construction 
to  1979,  we  can  also  determine  if  the  economic 
impact  of  the  pipeline  differs  from  the  case 
where  construction  occurs  during  a  different 
phase  of  the  business  cycle.  Accordingly,  a 
simulation  was  run  to  obtain  a  picture  of  the 
economy  if  construction  of  the  pipeline  did  not 
begin  until  1979.  It  was  assumed  that,  because 
of  inflation,  the  cost  of  the  project  would  rise 
to  $5.8  billion  if  started  in  1979.  All  other 
assumptions  were  unchanged  from  those  in 
Section  II. 

As  in  the  previous  simulations,  large 
increases  would  occur  in  investment  spending  in 
non-residential  construction  and  in  machinery 
and  equipment.  The  rate  of  inflation  also  rises 


slightly  because  of  the  increase  in  business 
activity,  and  this  increase  in  inflation  is  incor¬ 
porated  in  interest  rates  so  that  long-term 
interest  rates  also  rise  slightly.  In  both  cases, 
however,  the  rise  would  not  be  so  great  as  that 
in  the  previous  simulations,  reflecting  the  dif¬ 
ferent  phase  of  the  business  cycle  in  which  con¬ 
struction  would  begin.  For  the  five  years  of 
construction,  1979-83,  the  GNP  Implicit  Price 
Deflator  would  average  4.8  per  cent  per  year, 
while  in  the  basic  forecast  the  Deflator  averages 
4.6  per  cent  increase  per  year.  The  long-term 
interest  rate  would  rise  by  only  10  to  15  basis 
points  —  one  half  the  rise  that  would  occur  in 
interest  rates  with  construction  beginning  in 
1976. 

Long-term  capital  inflows  would  follow 
closely  the  path  of  long-term  capital  inflows  in 
an  economy  with  no  MVGP,  but  at  a  higher 
level.  There  would,  therefore,  be  some  upward 
pressure  on  the  value  of  the  Canadian  dollar, 
and  a  slight  appreciation  of  about  1  per  cent 
early  in  the  construction  phase.  Again,  the 
appreciation  would  not  be  so  great  as  might  be 
expected  because  the  upward  pressure  would  be 
counteracted  by  a  larger  current  account  deficit 
accompanying  the  increase  in  economic  activity 
initiated  by  the  pipeline  construction. 

The  unemployment  rate,  as  expected,  would 
fall,  averaging  4.0  per  cent  during  the  first  half 
of  the  1980’s,  compared  with  4.3  per  cent  in  an 
economy  without  the  pipeline,  and  with  the  4.3 
per  cent  that  would  exist  in  an  economy  in 
which  the  pipeline  construction  began  in  1976. 

VII  -  THE  IMPACT  ON 

CANADA’S  CAPITAL  MARKET 

There  has  been  some  concern  expressed  that 
the  financing  of  a  $5  billion  project  would 
place  undue  strain  on  Canada’s  capital  markets, 
which  might  retard  development  of  other 
sectors  in  the  economy.  It  is  of  some  interest 
then  to  note  what  changes  in  the  financial 
picture  could  take  place  as  a  result  of  the  con¬ 
struction  of  the  MVGP.  This  is  examined  here 
in  terms  of  Canada’s  overall  capital  require¬ 
ments,  the  availability  of  domestic  savings,  the 
financial  position  of  governments,  the  financing 
of  business  investment  in  plant  and  equipment, 
and  residential  mortgage  financing. 

It  has  already  been  pointed  out  that 
although  such  a  large  project  would  involve  an 
increase  in  direct  employment  of  only  6,000  to 
7,000  man-years  during  the  construction  phase, 
indirect  and  induced  increases  in  employment 
would  be  quite  substantial  in  the  short  term.  In 
the  same  way,  the  increase  in  gross  investment 
would  not  be  just  $5  billion,  because  large 
increases  in  investment  spending  would  be  gen¬ 


erated  in  sectors  supplying  materials  and 
services  to  the  pipeline;  other  increases  in 
investment  would  also  occur  because  of  the 
general  rise  in  business  activity.  The  results  of 
the  various  simulations  that  were  run  indicate 
that  during  the  assumed  construction  period, 
1976-80,  gross  investment  by  all  levels  of  gov¬ 
ernment  and  the  private  sector  on  housing, 
plant,  equipment,  and  inventories  would 
increase  by  $17  billion  —  from  $195  billion  in 
the  basic  forecast  (an  economy  without  the 
MVGP)  to  $212  billion  in  an  economy  that 
included  the  MVGP. 

The  increases  in  domestic  savings  generated 
by  the  rise  in  economic  activity  would  be:  $2 
billion  from  the  personal  sector  and  $1 1  billion 
from  capital  consumption  allowances,  undistri¬ 
buted  corporate  profits,  and  government 
savings.  The  increase  in  domestic  savings  would, 
therefore,  fall  short  of  the  $17  billion  increase 
in  investment  requirements  by  $4  billion.  This 
shortfall  would  be  made  up  by  an  increase  in 
the  use  of  foreign  savings  in  the  form  of  net 
inflows  of  long-term  debt  and  equity. 

The  financial  position  of  governments  would 
improve  in  an  economy  with  the  MVGP  if  there 
were  no  change  in  the  rate  of  growth  of  govern¬ 
ment  spending  during  the  construction  period 
over  that  assumed  for  this  study.12  Because  of 
the  increase  in  incomes  and  spending,  espe¬ 
cially  investment  spending,  the  combined 
governments  in  Canada  in  the  1976-80  period 
would  register  an  increase  in  their  total  surplus 
from  $0.5  billion  as  indicated  in  the  basic  fore¬ 
cast  to  $7  billion  if  the  MVGP  were  built.  Most 
of  the  increase  in  government  revenues  would 
come  from  increases  in  indirect  tax  revenues 
(approximately  $4  billion)  and  higher  revenues 
from  personal  and  corporate  income  taxes.  Thus, 
the  cash  needs  of  the  combined  governments 
would  not  be  so  great  as  that  indicated  in  the 
basic  forecast,  and  therefore  they  would  not 
have  to  finance  in  capital  markets  as  heavily  as 
indicated  for  an  economy  without  the  MVGP.13 

The  private  business  sector  presents  a  differ¬ 
ent  picture.  Without  the  MVGP,  the  private 
business  sector  could  require  about  $162  billion 
in  the  1976-80  period  to  finance  inventories 
and  capital  expansion.  However,  in  an  economy 
with  the  pipeline,  the  private  business  sector 
will  require  $179  billion  —  an  increase  of  $17 
billion.  In  the  1971-75  period,  it  is  estimated 
that  private  sector  capital  consumption  allow¬ 
ances  and  undistributed  profits  would  account 
for  63  per  cent  of  business  capital  require¬ 
ments.  In  an  economy  without  the  MVGP,  the 
proportion  would  jump  to  72  per  cent.14  How¬ 
ever,  although  in  the  future  private  business 
would  be  relatively  less  dependent  on  capital 
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markets  to  finance  its  investment  requirements 
than  in  the  past,  in  an  economy  that  included 
MVGP  the  proportion  of  internal  financing 
would  increase  to  only  66  per  cent.  Much  of 
the  $17  billion  in  additional  capital  required, 
therefore,  would  have  to  be  financed  through 
Canada’s  capital  markets  and/or  foreign 
borrowing. 

Additional  mortgage  financing  would  also 
increase  the  strain  on  domestic  capital  markets. 
The  estimated  shortfall  of  mortgage  funds, 
which  averages  $1  billion  per  year  in  the 
1973-85  period  in  an  economy  without  the 
MVGP,  would  increase  if  the  pipeline  were 
constructed. 

It  would  appear,  then,  that  if  construction 
of  the  pipeline  goes  ahead,  domestic  capital 
markets  would  be  under  considerable  strain 
during  the  construction  phase.  In  comparison 
with  an  economy  that  did  not  include  the  pipe¬ 
line,  a  situation  could  arise  in  which  the  fi¬ 
nancing  needs  of  governments  would  not  be  so 
great,  while  the  requirements  of  the  business 
sector  would  be  much  greater,  and  the  require¬ 
ments  for  mortgage  financing  slightly  larger. 
The  financial  picture  that  develops  is  one  in 
which  there  would  be  much  stronger  com¬ 
petition  for  the  available  long-term  funds 
during  the  period  in  which  the  pipeline  were 
constructed.  Under  such  conditions,  some 
demanders  of  funds  —  small  business,  new 
ventures,  and  housing  —  might  not  be  as  ade¬ 
quately  financed  as  society  would  want. 


VIII  -  SUMMARY  AND  CONCLUSIONS 

A  large  investment  project  such  as  the  MVGP 
would  induce  substantial  increases  in  invest¬ 
ment  spending,  employment,  and  economic 
activity  in  general.  Unfortunately,  these  would 
be  only  short-run  impacts  and  would  be 
reversed  when  the  construction  period  ended. 
Such  a  large  project,  then,  would  create  a 
certain  amount  of  economic  instability  and, 
therefore,  cause  some  economic  and  social 
disruption. 

During  the  construction  phase  of  the  pipe¬ 
line,  some  strain  would  be  placed  on  plant 
capacity  within  the  economy  and  there  would 
be  some  upward  pressure  on  prices,  as  well  as 
interest  rates.  There  would  be  only  a  slight 
appreciation  of  the  exchange  rate  and  therefore 
such  a  project  would  not  deal  a  great  blow 
to  Canada’s  exporting-or  import-competing 
industries.  The  “costs”  of  the  project  in  terms 
of  price,  interest  rate,  and  exchange  rate  pres¬ 
sures  do  not  appear  to  be  too  excessive  and 
would  last  only  during  the  construction  phase. 


There  is  no  doubt,  however,  that  Canadian 
financial  institutions  would  be  hard  pressed  to 
meet  all  domestic  financing  requirements 
during  the  period  of  construction.  The  financial 
needs  of  both  large  and  small  business,  govern¬ 
ments,  and  the  housing  industry  would  not  be 
as  adequately  met  compared  to  the  situation  in 
which  the  pipeline  were  not  constructed. 
Furthermore,  the  period  of  construction  would 
be  characterized  by  tight  labour  markets, 
followed  by  relatively  large  increases  in  un¬ 
employment  when  construction  comes  to  an 
end.  Both  tight  labour  markets  and  tight  finan¬ 
cial  markets  could  lead  to  the  postponement,  or 
even  a  permanent  setback,  of  development  in 
some  sectors  of  the  economy.  This  would  espe¬ 
cially  be  the  case  if  other  large  energy  or 
natural  resource  developments  were  initiated 
upon  completion  of  the  MVGP.  The  implica¬ 
tions  of  such  a  situation  would  result  in  a  con¬ 
siderable  reduction  in  the  options  available  for 
other  economic  development  strategies  as  well 
as  options  for  other  economic  and  social  policy 
objectives. 

If  domestic  gas  requirements  grow  to  the 
extent  that  the  Mackenzie  Delta  gas  is  required 
by  the  1980’s  and  the  construction  of  the  pipe¬ 
line  proceeds,  then  government  policies  and 
planning  will  be  required  to  reduce  the  instabil¬ 
ity  and  disruption  that  could  result.  There  is 
certainly  a  need  to  ensure  that  the  construction 
of  the  pipeline  would  not  occur  at  the  same 
time  as  other  major  projects,  such  as  a  more 
intensive  development  of  the  Alberta  tar  sands. 
If  such  developments  were  bunched  to  any 
extent,  the  large  capital  expenditures  and  fi¬ 
nancing  requirements  would  lead  to  serious  eco¬ 
nomic  disruption. 

Usually  in  a  situation  in  which  there  is  a 
sudden  economic  expansion  followed  by  a 
period  of  relative  slack,  monetary  and  fiscal 
policy  are  employed  to  smooth  out  the  growth 
path  of  the  economy.  Unfortunately,  these 
traditional  tools  of  policy  do  not  appear  too 
promising  in  this  case.  If  a  restrictive  monetary 
policy  were  followed  during  the  construction 
period  to  keep  the  expansion  in  hand,  a  tight 
financial  market  situation  would  become  even 
tighter.  This  would  mean  larger  foreign  capital 
inflows  and  a  greater  appreciation  of  the  Cana¬ 
dian  dollar.  It  would  also  mean  reduced  devel¬ 
opment  in  such  sectors  as  housing,  transporta¬ 
tion,  and  manufacturing.  On  the  other  hand,  a 
more  accommodating  monetary  policy  to  ease 
the  strain  which  financial  institutions  would  be 
undergoing  at  this  time  could  result  in  even 
greater  instability  in  the  form  of  higher  infla¬ 
tion  rates  and  higher  interest  rates.  The  mone¬ 
tary  authorities  would  have  to  tread  a  fine  line 


with  monetary  policy  during  the  construction 
period,  resulting  in  the  loss  of  considerable 
policy  flexibility. 

While  fiscal  policy  appears  to  be  the  only 
alternative,  it  has  some  disadvantages  in  that  it 
would  result  in  a  deliberate  shift  of  consump¬ 
tion  and  investment  out  of  the  private  sector  to 
make  way  for  the  pipeline.  To  cool  off  the 
economy  during  the  construction  period,  cor¬ 
porate  and  personal  tax  rates  could  be  raised, 
and  reductions  made  in  the  rate  of  increase  in 
government  spending.  Governments  could  then 
increase  spending  and  cut  taxes  after  the  con¬ 
struction  period  to  ease  the  relative  slack  that 
would  occur  in  the  post-construction  period. 
But,  such  a  policy  would  result  in  cutbacks  in 
government  services  that  are  socially  or  eco¬ 
nomically  desirable,  and  taxes  would  need  to  be 
increased  to  an  extent  that  would  postpone  or 
perhaps  even  reduce  economic  development  in 
other  sectors  of  the  economy. 

Furthermore,  the  simulations  considered  in 
this  study  indicate  that  neither  changing  the 
import  content  of  the  pipeline  nor  changing  the 
proportion  of  foreign  debt  would  make  the 
situation  easier  to  bear.  The  economic  impact 
of  the  construction  and  operation  of  the  pipe¬ 
line  would  not  be  reduced  to  any  appreciable 
extent  by  increasing  the  import  content  of  the 
pipeline,  and  raising  the  proportion  of  foreign 
debt  would  result  in  a  greater  appreciation  of 
the  Canadian  dollar,  with  some  reduced  growth 
of  exports. 

The  important  issues  that  have  emerged 
from  this  study  are  that  the  construction  of  the 
MVGP  would  not  result  in  excessive  increases  in 
prices,  interest  rates,  or  the  exchange  rate.  The 
problem  areas,  on  the  other  hand,  appear  to  be: 

1.  Some  tightness  within  the  capital  market, 
resulting  in  difficulties  for  some  sectors  of 
the  economy  in  obtaining  the  amount  of 
funds  which  the  community  may  feel  to  be 
socially  desirable. 

2.  The  tightness  that  would  develop  within 
labour  markets  during  the  construction  of 
the  pipeline  and  that  could  well  remain  if 
other  large  projects  come  on-stream  immedi¬ 
ately  after  completion  of  the  MVGP.  Such 
tightness  would  result  in  labour  shortages  in 
some  skill  areas  and  serious  bottlenecks 
would  no  doubt  arise. 

The  summary  of  the  economic  impacts  of 
different  policy  options  of  financing,  import 
content,  and  construction  periods  are  presented 
in  the  Appendix  to  the  article. 
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1  TRACE  is  an  econometric  model  which  was  devel¬ 
oped  by  the  Institute  for  the  Quantitative  Analysis 
of  Social  and  Economic  Policy  at  the  University  of 
Toronto. 

2  See  Dr.  Clifford  Jutlah,  “A  Long-Term  Economic 
Forecast  for  Canada  and  Ontario”,  Ontario 
Economic  Review,  Vol.  11.  No.  4  (Toronto: 
Queen’s  Printer,  1973). 

3  Assumptions  concerning  the  construction  and 
operation  of  the  pipeline  are  based  upon  a  survey 
of  the  available  literature  and  public  statements 
regarding  the  MVGP  project. 

4  The  delivered  price  of  $1.00  per  mcf  was  based  on 
the  wellhead  prices  included  in  the  existing  con¬ 
tracts  between  Imperial  Oil  and  two  U.S.  pipeline 
companies  and  a  tariff  rate  which  covers  depre¬ 
ciation,  direct  operating  expenses,  interest  on  debt 
corporation  income  taxes,  and  a  14  per  cent  return 
on  the  book  value  of  equity.  For  further  details  on 
the  pricing  of  the  delivered  gas,  see  John  Helliwell, 
Department  of  Economics,  University  of  British 


Columbia,  ‘‘More  on  the  National  Economic 
Effects  of  Arctic  Energy  Developments”,  mimeo. 

5  Normal  in  the  sense  of  being  very  similar  to  the 
rates  indicated  in  the  basic  forecast. 

6  See  Jutlah. 

7  According  to  V.  L.  Horte,  President,  Canadian 
Arctic  Gas  Study  Limited,  in  a  speech  to  the 
Toronto  Society  of  Financial  Analysts,  April  18, 
1973,  ‘‘Direct  employment  during  construction 
will  amount  to  approximately  7,000;  once  oper¬ 
ations  commence,  this  will  drop  to  about  600”. 

8  For  the  first  three  years  of  construction,  1976-78, 
the  unemployment  rate  in  the  basic  forecast  aver¬ 
ages  4.6  per  cent.  In  an  economy  with  MVGP 
under  construction  and  with  67  per  cent  foreign- 
debt  financing,  the  unemployment  rate  averages 
4.2  per  cent;  while  in  an  economy  with  MVGP 
under  construction  and  100  per  cent  foreign-debt 
financing,  the  unemployment  rate  averages  4.4  per 
cent. 


9  Even  without  the  construction  of  the  MVGP, 
capital  markets  will  be  under  some  strain  in  this 
period.  See  Jutlah. 

1 0  It  was  assumed  for  the  basic  forecast  and  all  simu¬ 
lations  made  in  this  study,  other  than  the  simu¬ 
lation  in  this  section,  that  the  money  supply  in¬ 
creased  by  a  constant  10  per  cent  per  year. 

1 1  In  the  simulations  described  in  Section  II,  in  which 
it  was  assumed  that  the  MVGP  is  constructed,  but 
money  supply  increases  at  the  same  rate  as  in  the 
basic  forecast,  interest  rates  are  26  basis  points 
higher,  compared  with  those  rates  in  the  basic  fore¬ 
cast. 

1 2  For  more  details  concerning  the  estimates  of  gov¬ 
ernment  spending  during  this  period,  see  Jutlah. 

13  Ibid.  In  the  basic  forecast,  the  cash  needs  of  the 
governments  are  estimated  to  be  about  $21  billion 
in  the  1976-80  period. 

14  Ibid. 

15  Ibid. 
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Mackenzie  Valley  Gas  Pipeline,  1976-80  Construction  Period 


Impact 

Basic 

Forecast 

20% 

Import  Content 
67% 

foreign  debt 

40% 

Import  Content 
67% 

foreign  debt 

20% 

Import  Content 
100% 

foreign  debt 

20% 

Import  Content 
67% 

foreign  debt 
with  increase  in 
money  supply 

Average  long-term  Government  of  Canada  Bond  Rate . 

7.76% 

7.85% 

7.91% 

7.82% 

8.04% 

GNP  Deflator  (Average  rate  of  increase) 

4.6% 

4.9% 

4.9% 

4.9% 

5.5% 

(Highest  rate  of  increase  in  any  one  year) . 

5.3%(1979) 

6. 1  %(1 979) 

5.8%(1979) 

6.4%(1979) 

7.2%(1979) 

Exports  (Total  in  billions  of  current  dollars) . 

$211 

$214 

$215 

$213 

$217 

Imports  (Total  in  billions  of  current  dollars) . 

Long-term  Capital  Inflows  (Total  in  billions 

$227 

$233 

$235 

$233 

$239 

of  current  dollars) . 

$15.0 

$18.9 

$18.3 

$19.7 

$20.2 

Exchange  Rate  (Greatest  rate  of  appreciation)  . 

— 

1.0%(1976) 

nil 

2%(  1 976) 

nil 

Unemployment  Rate  (Average) 

4.4% 

4.0% 

4.0% 

4.0% 

3.5% 

(Lowest  rate  in  any  one  year) . 

4.0%(1979) 

3. 4%(  1978-79) 

3.4%(1978) 

3 .3%(  1 979) 

2.7%(1979) 

Mackenzie  Valley  Gas  Pipeline,  1979-83  Construction  Period 


Impact 

Basic 

Forecast 

20% 

Import  Content 

67% 

foreign  debt 

1979  Start 

Average  long-term  Government  of  Canada  Bond  Rate  .  .  . 

7.40% 

7.50% 

GNP  Deflator  (Average  rate  of  increase) 

4.6% 

4.8% 

(Highest  rate  of  increase  in  any  one  year) . 

.  .  5 .3%(  1 979) 

5.2%(1 98 1 ) 

Exports  (Total  in  billions  of  current  dollars) . 

$273 

$276 

Imports  (Total  in  billions  of  current  dollars) . 

$292 

$299 

Long-term  Capital  Inflows  (Total  in  billions 

of  current  dollars) . 

$19.3 

$23.4 

Exchange  Rate  (Greatest  rate  of  appreciation)  . 

— 

1  %( 1 979) 

Unemployment  Rate  (Average) 

4.3% 

4.0% 

(Lowest  rate  in  any  one  year) . 

.  .  4.0%(1979) 

3 .7%(  1981) 

Selected  Economic  Indicators 


Leading  Indicators 


Average  Weekly  Hours  Worked  in  Manufacturing,  Ontario  (Seasonally  Adjusted) 


New  Orders  in  Manufacturing  Industries,  Canada  (Seasonally  Adjusted) 


Building  Permits  Issued  in  Ontario,  Non  Residential  Construction  (Seasonally  Adjusted) 
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_39 
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_3.5 


_3.0 


$  Million 


on 


o 

cT 


1962  1963  1964  1965  1966  1967  1968  1969  1970  1971  1972  1973  1974 


Leading  Indicators 


Total  Money  Supply,  Canada  (Average  of  Wednesdays,  Seasonally  Adjusted) 


Toronto  Stock  Exchange  Industrial  Index  (1956  =  100,  Not  Seasonally  Adjusted) 


Coincidental  and  Lagging  Indicators 

Gross  National  Product,  Canada  (Quarterly,  Seasonally 


Current  Dollars 
Constant  (1957)  Dollars 


Average  Hourly  Earnings  in  Manufacturing,  Ontario  (Seasonally  Adjusted) 


1962  1963  1964  1965  1966  1967  1968  1969  1970  1971  1972  1973  1974 
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Coincidental  and  Lagging  Indicators 


Average  Yield  of  3-Month  Treasury  Bills,  Canada  (Last  Wednesday  of  the  Month,  Not  Seasonally  Adjusted) 


Per  Cent 

_8.0 


on 
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fa 
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—1.0 

_6.0 

_5.0 
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_2.0 


Employment,  Ontario  (Seasonally  Adjusted)  Million  ^ 


Index  of  Motor  Vehicle  Production,  Canada  (1961  ==  100,  Seasonally  Adjusted)  Index 
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